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New Fashions in Farm Finance 


Banker Must Get Close to Farmer Who Needs 
of Steadying Hand to Offset Incongruous Alliances. 
Farmers Sound Economics. 


By FORREST CRISSEY 


Influence 
Teaching 


Banker and the Demagogue Com- 


petitors. Farm Legislation a la Carte. Problems Are Changing. 


HE American farmer is the most 

conspicuous figure in the economic 

landscape. He looms above the sur- 

rounding scenery like a silo on the 
skyline. The film favorite who could com- 
mand the attention today lavished upon the 
farmer would have a colossal fortune within 
easy grasp. And the bankers of the country 
are making their observations of the farmer 
from the close vantage point of “bald head 
row,” so to speak. 

In a certain sense the bankers have always 
recognized the farmer as one of their major 
responsibilities—as the original source of 
all industrial and commercial prosperity. 
But now the most alert bankers are awak- 
ening to the fact that a marked change has 
come over the American farmer and that 
bankers who fail to keep abreast of the new 
fashions in farm finance are in danger of 
losing their place in the lead of the proces- 
sion. The bigger the banker the clearer is 
his recognition of the fact that this change 
implies new responsibilities and new adjust- 
ments. 

Several startling occurrences have con- 
spired to emphasize to the banking frater- 
nity the profound nature of this change. 
One is the election to a seat in the United 
States Senate of a “dirt” farmer—born of 
“poor but honest parents” in an Old World 
country—whose bellowing voice has already 
waked the echoes in Wall Street. What 
he may prove to be as Senator in Congress 
is for the future to unfold—but as a 
farmer he is real! Another commonwealth 
has sent to the United States Senate an- 
other man who is at least a near-farmer. 
Anyhow, he is as near to being a farmer as 
the “walking delegate” is to being a worker. 
He carries a card in the union and his vocal 


labors in behalf of the farmer are unspar- 
ing and incessant. If words were counted 
as units of production, his organization 
would be in position to fine him for over- 
production. 


Must Understand Farmer 


LL this indicates that the farmers of 
America are out for a full and free 
hearing in all the places where laws are 
made and where public opinion is shaped; 
apparently they are profoundly dissatisfied 
with the sort of representation which they 
have had in the past and consider that, to 
all intents and purposes, they have been 
virtually inarticulate in the past. The fact 
that their new-found voices sound to most 
thoughtful men like thoroughbred sirens— 
of the sea-going sort which lured susceptible 
mariners to destruction—carries small con- 
solation, but rather a real thrill of alarm. 
These upheavals in American politics will 
cause the hard-headed student of affairs— 
in banks and out of them—to “Stop, Look 
and Listen” and to make a serious attempt 
to understand what the noise is all about 
and what should be done about it. 

Because most of this new noise is directed 
against the bankers, as the custodians of 
capital, and against the present banking 
system as the tool of capitalism, the banker 
is not left in doubt as to who is named in 
the indictment. It is up to him to “accept 
service,” enter his appearance in court and 
defend his cause. It is a poor time for 
the banker to sleep on his rights. All the 
issues must be met. The main problem, 
from the bankers’ viewpoint, seems to be 
to reduce, through precautionary measures, 
the amount of the damage in store for them. 
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The most profound change on the part 
of the great body of farmers appears to 
me to be an awakening to the fact that pro- 
ducing food supplies is only a part. of 
the farmer’s job; that the successful market- 
ing of his products and the successful 
financing of his operations is a mighty im- 
portant part of his task—and one which he 
has too long left almost entirely to others. 

In short, the new farmer attitude is that 
farming is not an occupation, but a busi- 
ness, an industry, and that it demands as 
much intelligence in its marketing and finan- 
cial phases as any important business de- 
mands. 

For quite a while the farmer has been 
paying strict attention to this line of thought 
—and an overwhelming burden of evidence 
indicates that he is going to hold fast to 
this line for a long time to come. That’s 
farmer nature; he’s a sticker and a stayer. 
It takes him quite a long time to become 
saturated with a new idea—but when he 
does, he retains that idea with the tenacity 
of a bulldog. 

Any attempt to get a practical firing 
range on the present-day farmer and his 
problems without taking the human nature 
element into consideration is bound to be as 
futile as an attempt to do a general “bank- 
ing business without taking the element of 
“moral risk” into consideration. Disregard- 
ing the human nature element is where most 
efficiency engineers, many business econ- 
omists, and some bankers fall down. 

Not many years ago every farmer was a 
Robinson Crusoe—he worked alone, thought 
alone and acted alone. He was the rankest 
individualist in captivity. It was almost 
an article of faith with him to distrust not 
only men in other callings, but farmers as 
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well. As raw material for organization and 
cooperation work he looked to be about zero. 
The result was that he was easy for both 
conscious and unconscious exploitation. In- 
dividuals and organizations whose selfish 
interests moved them to seek an advantage 
over the farmer were virtually in the posi- 
tion of pitting themselves against a single, 
individual farmer—for the simple reason 
that there was virtually no cohesion among 
farmers, no organization, no cooperation. 
But the Robinson Crusoe days are over 
for the farmer. His “splendid isolation” 
is at an end. He has abandoned his haughty 
individualism and his individualistic sus- 
picion, has organized the farming industry 
into a machine which works about as 
smoothly as any labor union or federation. 
Once he did not care to have anyone tell 
him anything, thank you! Now—collectively 
—he hires the best legal and economic 
talent in the country to tell him what to 
do and what not to do. 
In a word, the American farmer is fast 
becoming about the best imitator of 
Big Business in the whole country. 
He is learning quite rapidly that “in 
union there is strength.” The co- 
operative idea has a strong 
hold on him. As a devotee 
of organization he has all the 
ardor of a new convert. Also 
he has the advantage of special 
privileges in playing the game 
of combination. Perhaps be- 
cause of the great number of 
farm votes in the country, the 
law-makers have allowed him 
long rope in the matters of 
combination. Anyhow, he en- 
joys several important im- 
munities from the application 
of the Sherman Law—with 
its dread shibboleth “combina- 
tion in restraint of trade.” 
He has lately learned a lot 
about the advantages of politi- 
cal combination. The farm 
bloc in Congress is a going 
business concern which has to 
be reckoned with by every na- 
tional legislator. It contains 
some of the soundest business 
brains in the country as well 
as some of the noisiest. It 
has its keen, constructive Sid- 
ney Andersons as well as its 
vocal Magnus Johnsons. 


In the old days the banker’s relations © 


were largely with the merchant, the manu- 
facturer and the “business man,” at least 
so far as loans were concerned. Commerce 
and industry were the main patrons at the 
discount window. Inevitably, as a matter 
of self-protection, the banker became a close 
student of commercial and industrial condi- 
tions. But of late years, agriculture has 
haunted the discount window. Also the 
number of small country banks has in- 
creased. This has implied a constant in- 
crease in direct banking contact with the 
farmer. A very large proportion of bank- 
ers have given the farmer’s problems as 
much studious attention as those of the 
merchant, the manufacturer and the town 
business man; but some have not. 

The farmer never needed the touch of a 
steadying hand more than he does today. 
And the banker is in strategic position to 
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exert this wholesome influence. This in- 
fluence cannot be exerted to its full unless 
the banker is alert to learn the real facts 
as to the economic situation of the Ameri- 
can farmer. To make his advice convinc- 
ing and effective he must have a broad but 
sound vision of the whole situation and be 
able to drive the facts home to the farmer. 
This is not only a day of yreat responsi- 
bility for the banker, but also a day of 
great opportunity. No banker who fails 
to make himself more than a mere business 
convenience to his farmer patrons is living 
up to his responsibilities either as a banker 
or a citizen. He has a chance to do his 
country vast service, first by understanding 
the economic situation of agriculture; sec- 
ond, by helping the farmer to take sound and 
progressive action along cooperative lines; 


THE “ISOLATED” FARMER 
third, by preventing the farmer from over- 
playing his hand. 


Demagogue Competitors 


S an adviser to the farmer, the banker is 
competing with the formidable array of 
demagogues as well as with a chorus of 
sincere but mistaken venders of economic 
“cure-alls.” One is about as dangerous as 
the other. Both are urging legislative 
remedies—one because the advocacy of this 
or that doctrine means personal election to 
important office, the other because he really 
believes that farmer prosperity can be 
created by the passage of legislation of his 
particular brand. 
Quite generally farmers seem inclined to 
feel that they have been rather “inarticu- 
late” and without adequate representation 
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and voice in the halls of legislation. 

Whether or not this assumption is well 

grounded, his present danger is not too little 

farmer legislation, but too much. Today 

the farmer can get legislation easier than 

any other interest can get it. About all he 

has to do is to write out his legislative 

prescription and ask to have it filled. When 

legislation comes as easy as this, overdosing 

is almost certain to follow. - 

Many of the real leaders of the farmers’ 

organizations recognize this peril and ad- 

mit that class legislation is altogether likely 

to prove a boomerang. They are applying, 

so far as possible, the soft pedal to radical 

legislative demands on the part of their 

followers. In this effort they should have 

the active and sustained help of the bank- 
ers everywhere. 

} Now that the farmer has 

awakened to the power and 

advantages of cooperation and 

combination in his business, his 

mental pores are open to the 

argument of political com- 

bination. He is being assid- 

uously vamped by profession- 

als who offer very seductive 

lures in the way of political 

combination, Organized labor 

is plying the farmer with flow- 

ers, candy and proposals of 

eternal faithfulness and a 


fruitful and happy union. 
Nothing Impossible 


a the banker neglects his job 
as the home missionary of 
sound business economics we 
are likely to see quite a num- 
ber of these incongruous al- 
liances in the Western States. 
In a strategic sense it is up to 
the banker to show the farmer 
that forced and inflated wages 
for the workers in industry 
do not spell higher prices for 
farm products; that the pros- 
perity of the farmer does not 
follow the demand for silk 
shirts for the backs of town 
and city wage workers.. For particulars, see 
the history of wages in the building trades 
and other “organized trades” for the past 
two years and compare them with the net 
return of the farmers! 

There is still another and a specific reason 
why bankers everywhere should strengthen 
their lines of influence with the farmers. 
Some of the legislation advocated by those 
who are supposed to be the direct and hand- 
picked representatives of the farmers is 
aimed against the wisest and soundest bank- 
ing legislation ever passed by Congress. 
For example, one attack is upon the Feder- 
al Reserve Act. Our Federal Reserve sys- 
tem has been too strong a defense in time 
of stress to be' tinkered with by amateurs 
armed with pitchforks. No danger that 
they will succeed in throwing a monkey- 
wrench into that machine—which has done 
so much to protect them from the deflation 
stampede. Well, a lot of “impossible” 
things have happened in the last two years! 
This appears to be the Age of Home Brew 
in politics and legislation as well as in liquid 
stimulants. Certainly it is open season on 
established traditions of all sorts and breeds. 
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The political bootleg stuff which is being 
circulated in the “great open spaces” of the 
West has a wonderful kick to it and the 
safest observation any man can make as 
to a political campaign or a legislative 
policy—no matter how fantastic it may 
seem to conservative eyes—is that “You 
can’t tell what may happen.” Yes; this 
is an age of political fermentation, all right, 
and the output is loaded with surprises. 

It is the part of discretion and prepared- 
ness for bankers to assume that the worst is 
likely to happen unless a lot of intelligent 
and active work is done to head it off— 
hand-to-hand work with farmer friends as 
well as public work of a general campaign 
character. It would be difficult to imagine 
anything more incongruous than the idea 
that the interests of the farmer and the 
labor union are identical and that they should 
pull together in the same double harness, 
politically speaking. Yet thousands of 
farmers are accepting this doctrine eagerly 
from the lips of plausible labor leaders. 
Here is one specific point of attack for 
bankers who are awake to their perils. 

If the credit of the farmers of America 
has not been ruined—and it hasn’t been 
—this is not the fault of the 
most conspicuous men who 
have obtained seats in Con- 
gress by grace of farmers’ 
votes. Apparently they have 
done their best to make the 
world believe that the Ameri- 
can farmer is hopelessly bank- 
rupt. He isn’t—not by a long 
shot! True, thousands of 
wheat farmers are virtually 
flat. But the wheat crop is 
only about 6 per cent of the 
total sales volume of Ameri- 
ca’s farm production. To 
gauge the condition of Ameri- 
can agriculture by the price 
of a 6 per cent product in 
point of sales is not highly 
intelligent, to say the least. 

And right in this connection 
is to be found one of the best 
examples of the changed atti- 
tude of the organized farmer. 
The greatest organization of 
farmers in this country has 
given it out flat that from now 
on the wheat farmers of this 
country do not propose to 
bother about the export wheat 
trade; they are going to let the ; 
cheap wheat lands of South America, Rus- 
sia, and the old world generally have the 
European market to themselves—and wel- 
come! They propose to raise enough 
wheat for the United States, but not a 
surplus. If this policy is adhered to it’s 
an easy guess that there are brighter days 
ahead for the wheat farmer in the United 
States. Too much wheat has been raised 
here—and raised at an outright loss. 


Farm Credits 


ie has taken years of special and intensive 
education to get the South away from 
the one crop idea—the vast educational ex- 
tension system of the county agricultural 
agent organization owes its genesis to the 
necessity of getting the cotton farmer into 
diversified agriculture. The wheat farmer 


“About all 
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must follow the same trail, but it is not 
going to require as much educational effort 
to induce him to play safe by abandoning 
the practice of putting all his eggs into one 
basket. Since Dr. Seaman A. Knapp 
started his great idea of carrying the gospel 
of better and more intelligent farm methods 
to the plantations and patches of the cotton 
farmers, the capacity of farmers everywhere 
to absorb new ideas and apply them has im- 
mensely increased. Farmers now are able 
to turn a sharp corner on short notice. 
Bankers have contributed greatly to this 
great educational movement. But their 
work in this field is by no means finished. 
They have a different task to perform now. 

Any comment on new fashions in farm 


“TAKE THIS DOWN TO WASHINGTON AND HAVE 


IT FILLED!’ 


the farmer has to do is to 
prescription.” 


write out 


finance is incomplete without reference to 
the latest measure for the farmer’s credit 
relief. Any banker who is familiar with 
the provisions of this law—and, of course, 
all should be—will wonder upon what 
certain political farmers base their cry 
for more credit and cheaper credit for the 
farmer. With the means of borrowing for 
a period as long as thirty-six months at 
not to exceed one per cent above the deben- 
ture rate, it would appear that any farmer 
is in good position to finance his operations 
without being obliged to sell at harvest 
time; that at a low interest cost he is en- 
abled to carry his crop over the entire con- 
sumption period, if necessary, and to market 
it at the greatest possible advantage. Also 
it would seem that the farmer is now fairly 
well fixed as to credit facilities. First he 
has the home bank for short time loans— 


his legislative 
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and in the main the farmer has received 
rather liberal treatment from his local 
banker—quite as much consideration as has 
been extended to the merchant and the man- 
ufacturer ! 


Get Close to Farmer 


HEN he has the facilities of the Feder- 
Farm Loan Bank, devoted to finance 
farm purchases and farm development over 
a long period of years and at a low interest. 
And now comes the Intermediate Loan 
Act—to fill the gap between the two forms 
of credit just mentioned! If the truth 
were told, many a country banker has 
strained his conscience and “taken a chance” 
in “carrying” his farmer pa- 
trons on ninety-day loans— 
extended indefinitely. The 
“Intermediate” credit for 
farmers furnishes a welcome 
relief to this credit pressure 
from the hard-pressed farmer. 
But the burden of this 
warning to my banker friend 
is this: Get close to the 
farmer and his problems—for 
they are both changing as rap- 
idly as a boy at the age of 
adolescence. In this period he 
needs all the steadying influ- 
ences which can be brought 
to bear upon him. He is prob- 
ably bound to do a good many 
foolish things and make a lot 
of mistakes—especially in the 
choice of friends and in over- 
eating at the legislative cake 
basket. But he is at a criti- 
cal stage in his development, 
and every honest attention 
given to the job of his devel- 
opment is likely to be repaid 
a hundredfold. The country 
cannot prosper unless he pros- 
pers. He has given striking 
proof of his capacity to utilize 
the most essential principle of 
modern business economics— 
that of combination and coop- 
eration—and to follow the 
lines of practice which have 
put the “big” into “Big Busi- 
ness.” 
The farmer is making head- 
way and making history right 
now—but he needs all the help 
he can have to keep him from 
making too many mistakes and too many 
false friends—who are peddling the gold 
bricks of legislated prosperity . 


Wage Adjustments 


“Future wage adjustments may be com- 
plicated by the definite upward trend of 
prices,” says the National Industrial Con- 
ference Board Survey. “The Conference 
Board’s survey shows a rise in living costs 
of slightly over 1 per cent from Aug. 15 
to Sept. 15, due to an increase of 2.1 per 
cent in retail food prices and of 2.4 per 
cent in clothing prices. The Bureau of 
Labor’s index of wholesale prices rose nearly 
234 per cent in September. Despite reports 
of record sales of mail order and chain 
stores in 1923 to date, industrial activity is 
uncertain.” 
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Trust Departments in Nationals 


By E. E. MOUNTJOY 


Deputy Manager, National Bank Division, American Bankers Association 


Sixteen Hundred Banks Have Trust Powers. Federal 
Reserve Board Is Approving Applications at the Rate of 
Fifteen a Month. Some of the Conditions to be Con- 
sidered When a National Bank Assumes Fiduciary Powers. 


O approximately 1600 national banks 

trust powers have been accorded 

and additional applications are be- 

ing approved by the Federal Reserve 
Board at the rate of about fifteen each 
month. 

These applications come from cities large 
and small, but in most of these places there 
is already in some degree a recognition of 
the value of trust departments and an evi- 
dent purpose to employ them. There are, 
however, thousands of banks in communi- 
ties which perhaps would not support ac- 
tive trust departments just now. Pioneering 
must be done in those places. Just when 
the corporate fiduciary idea will have spread 
sufficiently to create a reasonable volume 
of business is problematical. When the 
knowledge that national banks are permit- 
ted to act in that capacity becomes more 
general, trust departments, it is likely, will 
be found in most communities. 

The Federal Reserve Board two years 
ago made a survey of the volume and nature 
of the trust work being done by national 
banks, since which time no attempt has 
been made to ascertain the extent of this 
work. It was felt that an inquiry which 
would disclose the number and location of 
banks so engaged would be helpful—and to 
this end the National Bank recently sent 
out a questionnaire. The replies corrobor- 
ated the earlier impressions and developed 
new and interesting facts. 

Not all the national banks holding trust 
powers are using them. The first question 
was intended to discover the number ac- 
tually engaged in the exercise of their pow- 
ers, and whether their business is of a 
general nature. Response was not as com- 
plete as was expected. The number an- 
swering that question in the affirmative, 
and the replies to a similar earlier inquiry, 
indicate that about 800 national banks are 
engaged in this work. Ninety per cent 
of these banks reported trust work of a gen- 
eral nature. This is construed to refer 
to personal trusts, as distinguished from 
corporate trusts, for in reply to another 
question, 380 of the banks advised that they 
are handling the latter class of work also. 
This seems to be an indication that the 
administrations of national banks are grow- 
ing in public favor. 

Of the reporting banks more than one-half 
in number are located in the States east 
of Ohio and north of North Carolina, 
though in that group of States there are 
less than 30 per cent of the national banks 
in the United States. This is not contrary, 
though, to the recognized fact that the 
greatest amount of trust work arises in 


industrial communities, the larger number 
of which are within the territory described 
above. Numerous States west of the group 
mentioned herein were found to have many 
active national bank trust departments. 

Less than 100 banks west of the Missis- 
sippi River reported active departments. 
The number of replies, however, cannot cor- 
rectly indicate the volume of trust work 
being done in that section. In the cities and 
in the larger towns many flourishing trust 
departments are known to exist. It is felt 
that responses from that section were not 
representative. 

The greatest number of replies from any 
one State came from New York. Pennsyl- 
vania was second, though it has more na- 
tional banks than any other State in the 
Union. Other States reported active depart- 
ments in the following numerical order: 
Indiana, New Jersey, Illinois, Ohio and 
‘Massachusetts. The numbers of active de- 
partments shown in the various States do 
not bear any uniform relation to the num- 
bers of banks therein holding trust powers. 

The inquiry as to the various forms of 
publicity used showed that newspaper ad- 
vertising is first. The next most popular 
method of securing business is through 
personal letters, with booklets in series, per- 
sonal solicitation and circulars following 
in order. 

The most gratifying feature of the in- 
quiry was the disclosure that very few de- 
partments are experiencing difficulties. There 
is the feeling that trust department growth 
is slow; that it demands constant and spe- 
cialized effort. The conditions responsible 
therefor are not generally considered to 
be obstacles; they are simply the ordinary 
problems encountered in the development of 
any new business. 

One condition requiring a good deal of 
attention is that the public is not accus- 
tomed to calling upon national banks for 
trust service. That condition will be righted 
through publicity and evolution. In the 
opinion of men experienced in trust work 
each bit of advertising redounds to the ad- 
vantage of all trustees. It carries new 
thoughts to the minds of possible trustors 
and transforms the potential trust work 
into actual administrations. 

Numbers of banks replied that the selec- 
tion of satisfactory accounting forms has 
caused some annoyance, and that compli- 
ance with State laws is sometimes burden- 
some. ‘The latter difficulties are little dif- 
ferent from those experienced by other cor- 
porations doing fiduciary work in the same 
States. A few banks reported that the 
indifference of their officers is responsible 
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for the slow growth of the department. 
Under such conditions there is perhaps 
little justification for the existence of a trust 
department. The perspective is entirely 
wrong and must be corrected if the de- 
partments are to develop. 

The desirability of operating trust de- 
partments seems to have impressed national 
banks in towns and cities of all sizes. In 
the smaller places usually the work is done 
by officers and employees engaged also in 
the performance of other duties. Only by 
such a division of work can trust depart- 
ments be maintained in some places, for 
the volume of business does not warrant 
the employment of officers giving their en- 
tire time to that department. Likewise, 
in the smaller places fewer powers are ex- 
ercised. More often they are those of 
executor and administrator, though a sur- 
prising number report other forms of work. 

The average trust department expects a 
considerable part of its work at some future 
time to be in the administration of estates 
of decedents. The uncertainty of that time 
and the desirability of keeping the depart- 
ment employed in the interim have given 
rise to efforts to popularize the so-called 
voluntary or living trusts. 

Towns of less than 5000 inhabitants re- 
port 130 active trust departments, while 
more than 50 per cent of the replies from 
banks actively engaged in trust work came 
from towns of less than 20,000 population. 
This is in harmony with figures received 
at another time, showing that the greater 
number of trust departments are in national 
banks in small communities, though it must 
be remembered, also, that the majority of 
banks are located in small communities. 
There is trust work to be performed in 
those places, and there is reason to believe 
that it will develop in proportion to the 
efforts expended in making known the trust 
facilities possessed by the local banks. 

Running through the enthusiastic and 
satisfactory reports made by most of the 
banks engaged in trust work, there is also 
a note of caution—a warning of the respon- 
sibilities of trust operations. Attention is 
directed to the technical and complex nature 
of the work., In the inauguration of such 
a department the bank assumes an exacting 
obligation which cannot be laid aside. There 
is a feeling that trust work should be under- 
taken only when the bank has equipped it- 
self properly—and has thus made as remote 
as it can the possibility of losses—and when 
it is determined to continue the department 
despite probable deficits during the first 
few years. 
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Worshiping False Gods 


By WALTER W. HEAD 


Provisions of the Constitution Guarding Against the Results 


of Headlong Haste. 
the Supreme Court Would Destroy the Constitution. 
gress Can Override Court, Congress Can Abolish Presidency. 


NDIVIDUAL man is born, matures, 

achieves and dies. This is also the 

history of nations. Each nation reaches 

its zenith—by toil, by painstaking ef- 
fort, by hard won achievement. Each en- 
joys the rewards of greatness. Each is sub- 
ject to the dangers of greatness. As individ- 
uals vary in the degree of achievement, 
according to the degree of their labor and 
the pressure of surrounding environment, so 
nations attain varying heights of eminence 
in proportion to the genius displayed by 
their citizens, the effort expended and the 
strength of competitive forces. 

There is always a reason for the suprem- 
acy of certain individuals. There is a rea- 
son for their decline in fame and power. 
There is always a reason for the supremacy 
of certain states, a reason for their deca- 
dence. Certain indisputable principles made 
Athens and Rome great in ancient times; 
certain inexorable laws of retributory com- 
pensation brought about their fall. The 
same principles which brought glory and 
ruin to these states centuries ago in our 
own day raised Germany to a place of tre- 
mendous power and glorious repute, then 
brought her crashing down to a chaotic 
social, economic and political wreck. 

Athens arose to a dominant position, the 
leader of the then known world—a pure 
democracy. The valor of her citizens, their 
high degree of education and culture—al- 
most universally enjoyed—their rare devo- 
tion to their state, overcame all obstacles. 
Athenians, in the age of Pericles, attained 
such universal excellence of mind and char- 
acter that the state seldom suffered from 
the rule which required the greater part 
of the public offices to be filled by lot; citi- 
zens of Athens were almost uniformly well 
qualified for positions of trust and respon- 
sibility. 


The Failure of Democracy 


Bt the greatness of Athens brought 
about her undoing. Leadership of the 
Grecian states brought thirst for power, 
thirst for the rewards and indulgences which 
are the fruits of power. Athens denied the 
right of other states to secede from the 
Grecian league, merged the league’s treas- 
ury with her own and used the ships and 
money of the Grecian allies for her own 
aggrandizement. There followed the Pelop- 
ponesian war, the subordination of Athens 
by Sparta and then by Thebes, later the 
subjugation of Greece by Philip of Mace- 
don. 

A century later, Rome began a period 
of conquest that subjugated all Italy and 


laid the foundation for the extension of 
Roman rule beyond the peninsula. Within 
two centuries Greece became a Roman 
province, as did Sicily, Carthage and Cis- 
alpine Gaul. Rome became the center of 
the civilized world. Rome was a democracy 
and to be a citizen of Rome therefore be- 
came synonymous with wealth, power and 
glory. But these benefits, as with Athens, 
developed abuses which brought their own 
retribution. The rule of the foreign prov- 
inces entailed great prizes of treasure and 
power and the votes of Romans became 
valuable because they controlled the dis- 
tribution of favor. Bribery and corrup- 
tion followed. The moral fiber of the state 
declined. An aristocracy developed, based 
on wealth; the rich and the poor became 
the two classes of Roman society, instead 
of the patricians and the plebeians. The poor 
sought a more equitable division of property 
and, peaceful methods failing, endeavored 
to enforce their demands by civil war. The 
great days of the Roman republic had ended; 
anarchy followed. Italy was drenched with 
the blood of her own people. Out of this 
there developed the first triumvirate. Rome 
again gained great glories of conquest, but 
the republic lived no longer. Rome was 
ruled by dictators, later by emperors. 

Democracy unchecked, unbridled — unre- 
strained from without or from within—died 
in Rome as it did in Athens. 


A New Ideal 


| igirye than 1700 years after the collapse 
of the Roman democracy, a little band 
of dauntless spirits crossed the sea and 
brought to the shore of a new land— 
America—our America—the seed of the 
principle of freedom and political equality 
which was destined to bear, as its fruit, 
the world’s greatest achievement in self- 
government. 

The Pilgrims fled from religious persecu- 
tion. They rebelled against the intolerance 
which required them to worship God in 
forms not of their own choosing. More 
than that—they rebelled against the whole 
theory and practice of government from 
without rather than from within. They 
objected not merely to persecution resulting 
from differences of religious belief; they 
protested as well against a government which 
failed to consider the wishes, the desires 
and the aspirations of the people. 


The Spirit of the Pilgrim 


| was because of this spirit that the Pil- 
grims founded Plymouth. It was this 
spirit that built the town government which 
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Proposal in the Senate Limiting Powers of 


If Con- 


was the genesis of American ideals of gov- 
ernment “of the people, by the people, for 
the people.” In this old Plymouth town 
each free man had a voice in the conduct of 
public affairs, There was no despot; here no 
one was persecuted. Unlike their Puritan 
neighbors who, having fled from intoler- 
ance, became themselves intolerant, the Pil- 
grims truly practised the Golden Rule— 
they did unto others what they would have 
others do unto them. That great orator 
and statesman, George Frisbie Hoar, paid 
this just and lasting tribute to the Pilgrim 
of Plymouth: 

“He was gentle, peaceful, tolerant, gracious. 
There was no intolerance or hatred or bigotry in 
his little commonwealth. He hanged no witches, 
he whipped no Quakers, he banished no heretics. 
He enacted the mildest code of laws on the face 
of the earth. There were but eight capital offenses 
in Plymouth; there were 223 in England two 
centuries later. He held no foot of land not fairly 
obtained by honest purchase. He treated the In- 
dians with justice and good faith, * * * The 
Pilgrim’s weapon is love and not hate. His spirit 
is the spirit of John, the beloved Disciple—the 
spirit of Grace, Mercy and Peace. His memory is 
as sweet and fragrant as the perfume of the little 


flower which gave its name to the ship which 
brought him over.” 


One hundred and sixty-seven years later 
the Pilgrims landed, their ideals of govern- 
ment, modified necessarily by wide expanse 
of territory, and the large number and the 
diverse nature of the people governed, 
were translated into the Constitution 
of the United States of America. That 
constitution—a written document—by im- 
posing limits and restrictions at once upon 
the officers who govern and the people who 
are governed—set this republic apart from 
all its predecessors, Here, for the first time, 
the rights of the individual were defined 
and made unchangeable, except by most de- 
liberate amendatory action. Here, for the 
first time, individual citizens—demanding of 
government that it recognize and respect 
their rights—acknowledged also the neces- 
sity of restraining themselves in the exer- 
cise of their own sovereign power. Up to 
that time no other people had attempted to 
definitely and elaborately to prevent the in- 
efficacy of their government because of 
their own potential weakness. 

From the very beginning the framers 
of the Constitution recognized that danger 
lay in the absence of restraint on the 
governing power, whether it be a king or 
emperor in the case of a monarchy, or the 
people themselves in the case of a republic. 
They had suffered under a government ad- 
ministered from beyond the seas, without 
restraint imposed by the wish or will of 
its subjects. They had suffered also under 
a government created by the Articles of 
Confederation, so loosely constructed that 
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it restrained no one, least of all the states 
which composed it. 

With this background it was but natural 
that the Constitution should be in part a 
compromise. A central government was cre- 
ated, strong enough to restrain the states and 
individual citizens thereof. At the same time 
this government, by its written constitution, 
was placed under strict limitations of au- 
thority, beyond which it could not go. Fur- 
thermore, the people themselves, the supreme 
and final sovereign power, placed restraints 
upon the scope of their own activity—per- 
haps one of the most wise and far-sighted 
provisions of the entire covenant. 


A Successful Government 


OR a century and thirty-four years, we 

have existed under a government which 
has functioned by authority of this Consti- 
tution. We have survived prosperity. We 
have survived adversity. We have grown 
from a loosely jointed group of communities, 
then the far-flung outpost of civilization, 
into a great world power. We have fought 
four foreign wars. We have suffered the 
terrible pangs of civil strife. We number 
now more than a hundred million people, 
with greater income, greater wealth and 
greater natural resources than any other 
people under a single government. One 
‘Constitution—amended from time to time 
as its own terms permit—has _ sufficed 
us throughout this entire period. It has 
given authority and power to our Federal 
Government; it has curbed undue ambition 
on the part of individuals, officials and 
states; sometimes even it has restrained 
the desires of the very people who created it 
and who are the seat of its authority. It 
has determined and secured for its individ- 
ual citizens rights and privileges, the free 
exercise of which has made America the 
land of opportunity, the hope of the forlorn 
and oppressed of every other land. 

Today we hear some criticism of this 
fundamental law. We hear it attacked as 
an instrument long ago out-worn, a legacy 
whereby a by-gone ago places a paralyzing 
hand upon today’s progress. It is assailed 
because of the restraints it imposes upon 
the governing power and, more particu- 
larly, because of the restraints it imposes 
upon the people themselves. Let us con- 
sider the propriety of these complaints. 


The Restraints of the 
Constitution 


HE Constitution expressly limited the | 


authority of the central government to 
those rights and powers specifically created 
by its terms. It then created three distinct 
branches of government—legislative, execu- 
tive and judicial. Each was made—with 
certain definite exceptions—independent from 
the others, quite contrary to the British prac- 
tice where for instance the executive is 
a creature of the legislative department. 
The power of the legislature was limited 
by giving the executive the right of veto; 
the power of the executive was limited 
by requiring legislative approval of treaties 
and appointments, by authorizing impeach- 
ment of the executive by the legislative 
power in case of dire misdeeds. Further- 
more, the legislative power was split into 
two divisions: in one, representation is 
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proportionate to population, in the other each 
state has equal representation, regardless of 
population. 

These provisions constitute the principal 
restraints of the Constitution, the principal 
bars raised against autocratic domination 
by a single branch of the government—or 
by a headstrong majority of the people. 
Every provision enumerated, every grant of 
authority and every restraint of power has 
its particular reason for existence, and its 
particular purpose. 

We have heard at times much criticism 
of the division of the treaty-making power 
between the executive and the legislative di- 
visions of the government. We are told that 
the executive is unduly hampered, that the 
conduct of our foreign relations is made 
cumbersome and at times well-nigh impos- 
sible because of the constitutional limita- 
tion which requires the approval of two- 
thirds of the Senate to a binding obliga- 
tion with another government. Probably 
the greatest test of this restraint was the 
conflict between the President and the Sen- 
ate over American membership in the League 
of Nations. Yet, in view of the tremendous 
majority given in 1920 to candidates who 
opposed our participation, who will say that 
this is not a wise restriction? Regardless of 
whether we approve or disapprove of the 
decision so recorded by the electorate, how 
can we, who believe in and advocate popular 
government, condemn that provision which 
prevented the consummation of a treaty so 
manifestly disapproved at that time by such 
a large majority of our people? 

Probably the greatest controversy in the 
constitutional convention involved a second 
provision of this series of restraints—the 
division of the legislative power into two 
parts, the one representing the people in 
proportion to the numbers resident in a 
particular territory, the other representing 
the states as individual entities. The states 
which were populous in 1787—or which had 
hopes of becoming populous—preferred that 
each state be represented in the federal leg- 
islature in proportion to population; the 
smaller states wished each state to have an 
equal vote. The reason for this division of 
opinion is obvious. Connecticut proposed the 
compromise which was adopted—that popu- 
lation be the basis of representation in one 
house and statehood in the other It was then 
decided that the Senate members should hold 
office for six years and that only one-third 
of the number should come up for elec- 
tion each biennium. 


Limiting the People’s Power 


HE debates on these provisions first 

bring into prominence the desire of the 
framers of the Constitution that the power 
of the people themselves be placed under 
restraint. The effect of equal representa- 
tion of states in the Senate is to destroy 
the opportunity for a bare majority of the 
people to control legislation. There must 
be a majority first; in addition, the majority 
must be so distributed that it controls a 
majority of the states. The wisdom of 
this provision could hardly have been ap- 
preciated fully by the men who framed 
it. Whatever its merit in their day, with 
thirteen states along the Atlantic seaboard, 
it is infinitely more meritorious today, when 
forty-eight states stretch from the Atlantic 
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to the Pacific and from the Great Lakes 
to the Gulf of Mexico. Were population 
the only basis of representation, fifteen 
states, all except one pre-eminently indus- 
trial, would dominate the National Congress 
and cast a majority of the votes—New 
England, New York, Pennsylvania, New 
Jersey, Ohio, Illinois, Indiana, Michigan, 
West Virginia and Missouri. The possi 
bility of sectional disputes and abuses due 
to disregard of the wide diversity of ou: 
country’s interest is too manifest to requir: 
discussion. 

The question of a six-year term for sen 
ators brought frank statements from thi 
framers of the Constitution that the so\ 
ereign voters in a republic are apt to lx 
swayed unduly by temporary passion from 
extreme to another. For this rea- 
son it was considered very proper that om 
branch of Congress should be a continu 
ing body, a majority of its members al 
ways certain to survive the tide of a singk 
election. This provision has been justified 
by the history of our elections, Oftentimes 
we have seen a complete reversal of the 
expressed views of the electorate in the 
two years between elections. With full rec- 
ognition of the excellent judgment of the 
people over any considerable period of time, 
we must also recognize that progress is 
measured by the average of successive tides 
of public opinion, not be momentary ex 
tremes. 


The Function of the Courts 


T is, however, the remaining restraint of 

the Constitution which attracts today the 
greatest attention and which has developed 
tendencies and effects which the makers 
of the Constitution hardly could have fore 
seen. That is the restraint embodied specili 
cally in the provision that “the powers not 
delegated to the United States by the Con 
stitution nor prohibited by it to the states 
are preserved to the states respectively or 
to the people.” This provision states speci! 
cally what the whole Constitution states in 
spirit, viz., the federal government has onl) 
such authority and power as is expressly 
conferred upon it. 

The results of this plan of limited author- 
ity have been far-reaching. Because of it, 
our courts are a far more important fea- 
ture of our governmental machinery than 
would otherwise be the case; largely be- 
cause of it, we have opportunities for prog- 
ress and for survival as a self-governing 
people which are not inherent in other re- 
publics. 

By this provision the people restrain their 
representatives of the moment: by this pro- 
vision they restrain their own momentary) 
passions. This provision in a written con- 
stitution differentiates our government from 
that of Great Britain, for under the British 
system Parliament has the right to any and 
all authority which it cares to assume. Cus- 
tom, tradition, the fear of an adverse major- 
ity at the next election—these, in Great 
3ritain, are the only restraints. But, in 
the United States, an overwhelming popular 
demand for certain legislation by Congress 
will not bring it about if it is not within 
the powers expressly enumerated by the 
Constitution as belonging to the federal 
government. 

Undoubtedly, the principal purpose of this 
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provision was to protect the state govern- 
ments against the anticipated attempts of 
the federal government to encroach upon 
the authority of the states, to prevent the 
building up of a centralized octopus of gov- 
ernment which would be self-sustaining and 
which would be defiant of the states and 
of the people. We who live today, more 
than any other generation which has 
lived under the Constitution since its birth, 
can appreciate the danger of such encroach- 
ment. We see a government functioning 
at Washington which shows a capacity of 
interference with individual conduct beyond 
the farthest imaginings of our forefathers 
of 1787. The powers expressly granted by 
the Constitution, or by subsequent amend- 
ments, are sufficient to authorize that which 
is imposed upon us—and yet we constantly 
hear attacks upon our Constitution and upon 
the courts which uphold it, because, the 
critics say, it limits congressional authority 
unduly ! 

Rather than encourage or condone such 
criticism, we should on bended knees thank 
God that the Constitution has such limita- 
tions and that there is in our country an 
authority for interpreting and applying its 
restraints. The courts, permit me to re- 
mark, did not make the Constitution, The 
courts have not and do not change it, bend 
it or twist it. The people made it. The 
people can change it. The people have 
changed it. The people have the power 
to change it again. 


The People Are Sovereign 


HAT is a point which is ignored by 

most critics of the courts and the Con- 
stitution. The Constitution itself provides 
a method for granting additional powers 
to the federal government, or for with- 
drawing powers already granted. The peo- 
ple, more than once, have made use of this 
right. In a comparatively few years, by 
the people’s exercise of this sovereign power, 
we have achieved an income tax, direct elec- 
tion of United States senators, women’s 
suffrage and prohibition. The constitutional 
restraint upon new powers and activities 
of the federal government is not an 
absolute restraint. It is a restraint only to 
the extent that before any change is made, 
there must be some degree of sober judg- 
ment, supported by a decisive majority of 
the people. It is not a restraint upon or- 
derly progress but only upon impetuous 
haste. It does not forbid change; it simply 
insures reflection upon the results of change 
before the change is made. 


Protecting the Individual 


ii is true, as critics of our courts con- 
tend, that nowhere in the Constitution are 
the courts specifically given power to pro- 
nounce unconstitutional a law enacted by 
Congress. The federal courts, however, are 
authorized to determine disputes between in- 
dividual citizens, between states, between 
citizens and states, between citizens and the 
federal government, when such disputes in- 
volve the interpretation of federal laws. 
When a litigant is before the court, charged 
with violating a law enacted by Congress, it 
is the duty of the court to determine whether 
or not he has violated the law and deserves 
punishment. If Congress had no author- 
ity to pass the law in question, manifestly 
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As to Authority 


WHEN a litigant is before 

the court, charged with 
violating a law enacted by Con- 
gress, it is the duty of the court 
to determine whether or not he 
has violated the law and deserves 
punishment. If Congress had no 
authority to pass the law in ques- 
tion, manifestly the accused can- 
not be held guilty of an offense, 
for Congress had and has no 
more authority to forbid certain 
acts than any other group of 
citizens, save only within its con- 
stitutional powers. Necessarily, 
therefore, the courts have to de- 
termine whether or not Congress 
had the power to enact the law 
in controversy. That is all that 
is involved in the power of the 
courts to pronounce a given law 
unconstitutional. — Walter W. 
Head, 


the accused cannot be held guilty of an 
offense, for Congress had and has no 
more authority to forbid certain acts that 
any other group of citizens, save only 
within its constitutional powers. Necessarily, 
therefore, the courts have to determine 
whether or not Congress had the power to 
enact the law in controversy. That is all 
that is involved in the power of the courts 
to pronounce a given law unconstitutional. 
The power of the courts is designed pri- 
marily to protect the individual citizens in 
the exercise of those rights which they, 
through the instrumentality of the Constitu- 
tion, have undertaken to preserve to them- 
selves. 

This power and its exercise is a necessary 
part of the structure of our Government. 
If Congress can enact laws outside the scope 
of its constitutional authority, then the 
President can perform acts outside the 
scope of his constitutional authority. If 
Congress can ignore the constitutional pro- 
vision regulating the imposition of direct 
taxes by the federal government, then the 
President can likewise ignore it and—sup- 
ported by an unrestrained Congress—can 
use the army and navy to maintain him- 
self in office without submitting his can- 
didacy for re-election to a vote of the 
people. If one limitation of the Constitu- 
tion is not maintained, then no other limita- 
tion is safe from violation. There can be 
no middle ground. We either revere and 
obey the Constitution, or we disobey and 
ignore it. The very liberties of the people, 
guaranteed to them by the Constitution, 
would be endangered by a refusal to observe 
the restraints imposed upon the people them- 
selves through the instrumentality of the 
Constitution. 

The Hon. James Bryce, that earnest and 
sympathetic British student of American in- 
stitutions, said: 

“The Supreme Court is the living voice of the 


Constitution—that is, of the will of the people ex- 
pressed in the fundamental law they have enacted. 
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It is, therefore, as one has said, the conscience of 
the people, who have resolved to restrain them- 
selves from hasty or unjust action by placing their 
representatives under the restriction of a perma- 
nent law. It is the guarantee of the minority, who, 
when threatened by the impatient vehemence of the 
majority, can appeal to this permanent law, finding 
the interpreter and enforcer thereof in a court 
set high above the assaults of faction.” 


A Power Jealously Guarded 


E might think, from the criticism 

voiced frequently and vigorously in 
recent years, that the courts have abused 
this power, that the people have been balked 
not once but many times—frequently, habit- 
ually—in their desire for changes which the 
courts, in. their interpretation of the Con- 
stitution, have ruled impossible without the 
amendment of that fundamental law in the 
manner provided by its own terms. This is 
not the case. Charles Warren, former As- 
sistant Attorney General of the United 
States, has pointed out that the Supreme 
Court has declared an act of Congress un- 
constitutional in only fifty cases in 134 years. 
Only fifty times since our Government was 
born has the Supreme Court decided that 
the people must give second thought to 
proposed legislation, that the people, rather 
than Congress, must decide whether such 
legislation should become in fact the law 
of the land. 

Senator Borah proposes that no law be 
held unconstitutional unless seven of the nine 
judges of the Supreme Court so declare it: 
Senator LaFollette would go farther and 
authorize Congress to override the court’s 
decision by the simple expedient of re- 
enacting the voided law a second time. Mr. 
Warren very properly points out the danger 
of either plan. A wrong is not made right 
merely by weight of numbers. A seven-to- 
two decision voiding the Child Labor Law 
would not satisfy its advocates—nor should 
it—any more than a six-to-three or a five-to- 
four decision. Senator Borah’s proposal does 
not dispose of the question. Senator LaFol- 
lette’s plan does dispose of it, but does so by 
wiping out the Constitution. If Congress can 
override the court’s decision declaring an 
income tax law unconstitutional, then it can 
pass a law abolishing the Presidency. It can 
abolish the courts. It can repeal the Con- 
stitution. Again I say there is no middle 
ground. We either progress by orderly proc- 
ess or we proceed headling into a mael- 
strem of uncertainty, impelled by momen- 
tary passion, denying deliberate reflection. 

The critics of this power of the courts 
are, in fact, critics of our Constitution, 
critics of any constitution which requires 
respect from the people who create it and 
for whose protection it was created. Yet 
their criticism is loud and vigorous. Oh, 
fellow citizens, let us be more charitable, 
less critical, more thoughtful, less precipi- 
tate. Let us respect those whom we place 
in public office. They are so placed by rea- 
son of our choice, expressed at the polls. 
In office, they represent us; their power is 
our power, delegated by us to them. Let 
us be tolerant, honest in our criticism, gen- 
erous with our praise. 


Principles That Never Change 


N this day of rapid changes it has beer 
said that nothing is good which is more 
than five years old. With that statement, 


I am in violent disagreement. The auto- 
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mobile is a symbol of modern progress. 
Yet the iron used in its manufacture comes 
from the earth and is many thousand times 
five years old. The coal with which the 
factory is operated is thousands of years 
old; likewise the many other elements which 
enter into its production. The only new 
thing about the automobile is the use 
which has been made of those age-old 
materials. 

The fundamental principles of the past 
are good: that has been demonstrated and 
proved from generation to generation. They 
change but little, if at all. Right and de- 
pendable principles are as old as the hills. 
The new things of today which are worth 
while are the new applications of old prin- 
ciples to present conditions. 

I appeal to you today for a revival of old- 
time principles. I appeal to you for firm 
and steadfast adherence to gradual evolution, 
instead of revolution. 

We have, in recent years, advanced very 
rapidly—in science, in social and economic 
life, in government. In this country we 
have advanced by evolution, and for that 
we have reason to be profoundly thankful. 
Our principles of government and of con- 
duct have been strained to the limit, but 
not broken. It is our duty today to see that 
they are never broken. More than that, it 
is our duty to see that they are not strained 
unduly, for continued strain weakens the 
structure, threatens collapse. 

We have, I say, progressed rapidly in the 
last few years—very rapidly. We have 
progressed in order to take advantage of 
changed conditions, in order to meet new 
responsibilities and attain new rewards. We 
must always progress. We must always 
be keenly alert to foresee the necessity for 
change in our laws—for amendment to our 
Constitution—to meet the changing necessi- 
ties of the time. It is only as we make 
our law and our Constitution responsive to 
the needs of our people that we insure our- 
selves against revolution by making evolu- 
tion certain. 

There are those among us who think that 
whatever is is right, that any change is 
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Two Proposals 
SENATOR BORAH  pro- 


poses that no law be held 
unconstitutional unless seven of 
the nine judges of the Supreme 
Court so declare tt; Senator La- 
Follette would go farther and 
authorize Congress to override 
the court’s decision by the simple 
expedient of re-enacting the 
voided law a second time. A 
wrong is not made right merely 
by weight of numbers. A seven- 
to-two decision voiding the Child 
Labor Law would not satisfy its 
advocates — nor would it — any 
more than a six-to-three or a 
five-to-four decision. Senator 
Borah’s proposal does not dis- 
pose of the question. Senator 
LaF ollette’s plan does dispose of 
it, but does so by wiping out the 
Constitution. If Congress can 
override the court’s decision de- 
claring an income tax law uncon- 
stitutional, then it can pass a law 
abolishing the Presidency.—W al- 
ter W. Head. 


wrong. There are others who think that 
whatever is is wrong, that all must be 
changed. Both are equally blind. Both must 
be awakened. Both must be made to see that 
we have a great structure built upon a solid 
foundation, which we must forever protect 
and preserve—but which we must strengthen 
and to which we must add as the days 
and years go by, to make it ever a better 
edifice in which we and our children may 
live. With all that, we have today reached a 
point where we may well afford to take 
account of ourselves and our present state. 
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make certain of the firmmess and steadfast 
ness of our faith, before proceeding furthe: 


A Time for Reflection 


N war, there comes a time when 

advance is stopped, even though 
enemy be still im flight, in order that tix 
advancing army may “consolidate its px 
tions”—in order that the front may 
come one unbroken, impregnable line, 
order that communication with the base of 
supplies at the rear may be firmly esta)- 
lished. We have reached the point in our 
progress today when we, too, have cause 
to “consolidate our positions”—to bring up 
the laggards to the front line, to bring back 
those who have rushed impetwously into 
untenable advanced positions, to make sure 
that we rest upon a solid foundation of 
sound principle. 

Bankers and other business men 
over-extend themselves in time of prosperity 
court disaster. Nations which over-reach 
themselves in an era of progress invite 
catastrophe. The history of Athens and 
of Rome, which I have recited briefly, con- 
tains a solemn warning. <A people which 
advances without check or restraint imposed 
by itself from within invites the imposition 
of restraint from without, whether it orig- 
inate with other peoples or with the resist- 
less force of natural laws. 

Let us today be as were the Pilgrims of 
Plymouth—tolerant, without 
est, without hatred born in selfishness. Let 
us not worship false Gods. Let us be true 
to proven principles. Let us so conduct 
ourselves, as a nation and as individuals, 
that there need be no new laws imposed 
to restrain us. Let us restrain ourselves. 
Let us, in fact, practise self-government— 
keeping America free and independent of 
outside restraints because of the verity and 
glory of the principles which it enshrines, 
keeping ourselves free, as we now are, by 
reason of our own sense of individual re- 
sponsibility and regard for the rights of our 
fellow-man. 
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The Conference of Governors with President Coolidge, originally planned by President Harding, to discuss the enforcement 
of Prohibition 
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The Ravages of Inflation 


By E. E. AGGER 


Columbia University 


Economic Vivisection in Germany. The Shattering of the 
Price Structure Made Orderly Business Calculations Impossible. 


Failure of the “Reproduction Price” Scheme. 


Banks Have 


Protected Themselves by Direct Participation in the Industries. 


AN Men Learn?” This was the 

subject of an address of Presi- 

dent Nicholas Murray Butler at 

the opening of Columbia Uni- 
versity last September. President Butler 
was of the opinion that, in view of the 
history of the last few years, the answer 
to this question is not so obvious as at first 
glance it would appear to be. 

Certainly, in the field of money, students 
are tempted to repeat the query, can men 
learn? Despite numerous experiences with 
inflated currency in the past, one country 
or another, pressed by financial hardship, or 
misled by seductive propaganda, seems al- 
ways willing to try the wretched experi- 
ment over again. At the moment Ger- 
many is the “horrible example.” There the 
devastating effects of unbridled inflation 
show themselves with such intensity and 
vividness that no excuse is left to the present 
generation for failing to envisage just what 
inflation in modern economic society means. 
Indeed, in a sense, we are watching in 
Germany an experiment in social vivisection 
—with this departure from accepted labo- 
ratory technique, that nothing is being done 
to relieve the pain and the writhings of 
the victim. 

It will serve a useful purpose to look into 
the experiment a little .and to observe the 
more significant phases of its development. 
It will not be necessary to raise the ques- 
tion of responsibility for the policy of 
inflation—there is not unanimity among the 
Germans themselves over this question. Suf- 
fice it for the present to see what are some 
of the consequences of inflation that have 
been visited upon the people of Germany 
themselves. 


Price System Shattered 


OXE of the outstanding catastrophies has 
been the complete shattering of the 
whole price structure. What this means 
will be appreciated when it is recalled how 
controlling prices are throughout the whole 
business structure and how delicate and re- 
sponsive is the system in normal times. 

In Germany for some time there has 
been no price system at all. Chaos has sup- 
planted order. Since the beginning of in- 
flation, and in rising degree as inflation has 
developed, there has been chronic discrep- 
ancy between domestic and international 
prices, The rapid but irregular decline in 
the international value of the mark has 
precluded the possibility of any harmonious 
adjustment of domestic to international 
prices. In certain lines attempts have been 
made to introduce a system of gold valua- 


tion. Prices are quoted on a gold-mark 
basis, and these prices are then converted 
into paper according to the gold quotation 
of the day. This system is itself not satis- 
factory, but, such as it is, it has been 
beyond the reach of the great mass of 
people. And, in so far as it has been 
successfully introduced, it implies a shift- 
ing by the beneficiaries of their part of 
the inflation burden and a corresponding 
increase of such burden on the shoulders of 
those unable to regulate their affairs on 
a gold-mark basis. 

Not only has there been a great discrep- 
ancy between internal and external prices, 
but domestic prices considered alone have 
been most unstable and uneven. The old 
economic adage that the price of a given 
article in two markets cannot vary more 
than the handling and transportation costs 
between such markets has been violated 
over and over again in Germany. The rapid 
decline in the paper mark put domestic 
prices in a ferment. Changes were rapid, 
the afternoon price often being much higher 
than that which was quoted in the morning, 
but there was no uniformity in the readjust- 
ment and there were often ridiculous discrep- 
ancies from one city block to another. 


Orderly Business Calculations 
Impossible 


NDER such conditions business men 

find it impossible to make the most 
ordinary calculations. Indeed, the simplest 
kind of business became in Germany a wild 
speculation. Merchants and middlemen gen- 
erally found themselves in a precarious po- 
sition. While disposing of stocks on hand, 
they could never be sure of the price which 
they would have to pay for new supplies. 
On paper they might appear to be making 
wonderful profits, while actually many were 
frittering away their capital. A story is 
told about a dealer in wire nails. After 
the Armistice he had six carloads of nails, 
and he disposed of them at a handsome 
profit, But when he wished to re-stock he 
found that all his money would buy only 
five carloads. The next turnover found 
him able to buy only four carloads, then 
three, and so on, until, according to the 
story, he had a single nail left. This the 
distracted merchant drove into the wall and 
on it he hung himself. Many a business 
man in Germany has through unprofitable 
turnover sacrificed at least a part of his 
capital. Comparatively, there were few who 
fully grasped the situation, and of these 
few only a fraction could protect themselves 
adequately against capital impairment. 
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Capital Accumulations 


ATURALLY, under conditions of de- 

moralized inflation, the normal gather- 
ing up and apportionment to use, by the 
banking machinery, of the community’s 
available capital is also seriously interfered 
with. Bank rates in the occupied areas 
were reported as high as 2 per cent per day 
on unsecured overdrafts. One per cent per 
day has probably not been uncommon all 
through Germany. These rates seem out- 
rageous until we recall that banking obliga- 
tions are all in terms of money, and to 
protect themselves from the ruinous effects 
of inflation the banks had to anticipate 
such effects and charge rates accordingly. 
But what business man could burden him- 
self with such charges? Only where a 
quick turnover was possible, or where the 
speculative possibilities were most alluring 
could loans carrying such a load be made. 


Popular Outcry Against 
Rising Prices 


6 tere evils of such price disturbances 
naturally caused popular outcry and led 
to all sorts of suggestions with regard to 
remedy or control. The constant increase 
of prices steadily hit the mass of people, 
and, as might have been expected, there 
has been chronic complaint of profiteering 
and extortion. Insistent demands have also 
been made for rigid regulation of prices. 
When business men, in order to safeguard 
their capital, endeavored to institute so- 
called “reproduction” prices, the government 
intervened and forbade such procedure on 
the theory that the workman could not 
hope to get wages on any such basis, and 
that he would be, therefore, under “repro- 
duction prices,” even to a greater extent 
than before the chief victim of inflation. 
In practice a compromise was worked out, 
but prices were regulated and machinery 
was provided summarily to try and to penal- 
ize individual guilty of charging excessive 
prices. 

For some time past there has been a wide- 
spread demand that definite steps be taken 
to get back to a basis of gold valuation. It 
was finally clear to the great mass of people 
that inflation moves in the vicious spiral. 
Each fresh issue of paper money tended 
to push prices higher, and this in turn acted 
as a stimulus to further currency expan- 
sion. Laborers found that every advance 
in wages which they might wring from 
their employers was soon offset by renewed 
advances in the cost of living. Instead of 
gaining, they found themselves slipping 
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back, and so they have thought to protect 
themselves by having all wages paid on a 
gold-mark basis. 

The government itself has seriously felt 
the recoil of inflation upon the public treas- 
ury. Heavy losses have been inflicted upon 
the government’s revenues. The decline of 
the mark supplied a direct incentive to post- 
pone the payment of taxes as long as pos- 
sible. All too many taxpayers were influ- 
enced by this incentive, in some cases heavy 
penalties being regarded in the light of 
good investments. This, of course, simply 
swelled the government’s deficit and gave 
rise to new issues of paper marks to make 
it good. 


Banks Injured by Inflation 


NFLATION has also been a source of 

difficulty to banks. At the beginning 
of the moyement the banks seemed to gain 
because their deposit liabilities could be 
paid off in depreciated paper. But from 
the outset this seeming gain was in part 
neutralized by the privilege which borrowers 
also enjoyed of liquidating their loans with 
paper money. More than this, however, in- 
flations tended to undermine the whole de- 
posit business because nobody would will- 
ingly suffer the impairment of his funds 
that resulted from their lying idle in bank. 
Prussian savings bank deposits, for example, 
were at the end of 1920 only 16 per cent 
on a gold basis of what they had been 
in 1913. The paper currency tended to 
be more and more widely used even for 
large business transactions. Despite dimin- 
ishing values on a gold basis, the sums 
handled by the banks steadily grew. Labor 
costs mounted because additional employees 
were necessary, and the ratio of profit to 
business done shrunk. 3ut the German 
banks found a sheet anchor in their direct 
participation in many industries. In Ger- 
many the banks have always been more 
or less silent partners in the enterprises 
to which they advanced funds. Hence, 
many of their assets constituted physical 
properties which the storm of inflation could 
not shake. The purchases of real estate and 
the building programs which they have car- 
ried out also indicates a desire to obtain 
control of substantial values. Just what 
the real position of the banks is it may 
he difficult to say. It is known that they 
have large secret reserves, but their pub- 
lished statements with all their impressive 
billions, when reduced to a gold basis, show 
small real gains. Banking is the hand-maid 
of commerce. Banking cannot prosper 
when industry and trade are afflicted. 


Quarrel Over Gold Valuation 


ENTIMENT with respect to the intro- 

duction of gold valuation has been far 
from unanimous. Gold valuation has been 
strongly urged by the workers and by the 
university men. The workmen want stable 
wages. The academic men claim that with 
gold valuation some of the evils of inflation 
would be overcome. The lines that already 
employ gold-mark quotations benefit at the 
expense of the others, while a gradual ex- 
tension of the system would also extend 
its benefits. The bankers, oddly enough, 
oppose gold valuation. They claim that, 
as advocated by the workers, it involves the 
impossible in wealth distribution, not enough 
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wealth is being produced to pay the gold 
wages which the men demand. Further- 
more, the bankers fear that in many cases 
borrowers will be unable to obtain prices 
for their goods on a full gold basis, and 
hence repayment of loans would be threat- 
ened. The only remedy, as the bankers see 
it, is the immediate cessation of inflation. 
Thereafter, they believe, stabilization of 
prices will automatically follow. 


Upheaval in Gold Distribution 


HE shattering of the price structure 

carries in its train a revolutionary up- 
heaval in the distribution of wealth. The 
middle class in Germany has been practically 
wiped out. Bondholders, annuitants and 
pensionnaires receiving relatively fixed in- 
comes have been ruined. Some of the sad- 
dest cases of poverty involve those who 
a few years ago enjoyed positions of afflu- 
ence. On the other hand, the land-owning 
Junkers of East Prussia, who before the 
war had their estates mortgaged up to the 
hilt, have cleaned up all their indebtedness 
with depreciated paper. 

Even the stockholders, the ultimate own- 
ers of enterprises, have suffered great re- 
ductions in real incomes, despite the fan- 
tastic dividend percentages and the seeming 
“cutting of melons” in the issue of stock 
dividends. A German calculation of the 
dividends paid by the private corporations 
of the Reich shows that during 1922 the 
total in marks equalled ten times what was 
paid in 1913, but, on a gold basis, the actual 
value of the larger sum was only one- 
fiftieth of that of the smaller. 


Salaried Classes Improverished 


NFLATION has also impoverished the 

salaried classes. All over the world the 
“salaried classes” are more individualistic 
than the “working classes.” In the ranks 
of the salaried classes individual differences 
count for more than they do. among the 
“working classes.” Differences in income 
are accordingly much more marked in the 
salaried groups. This very individualism, 
however, leaves the salaried classes more 
exposed and prevents them from benefiting 
from the mass bargaining which today char- 
acterizes the procedure of organized labor. 
Hence, while competition tends to sharpen 
the differences between the individuals mak- 
ing up the salaried classes, it does little to 
strengthen the bargaining power of the 
group as a whole when general conditions 
are going against them. The result is that 
in periods of stress there is a general level- 
ling downward of the incomes received. 
So marked has this phenomenon been in 
Germany that special note of it has been 
made by the government itself in some of 
its publications. Comparing last year with 
1913, it is shown, for example, that in the 
metal trades the salaried groups and the 
highly skilled workers, who before the war 
enjoyed on the average an income 60 per 
cent higher than that of the unskilled work- 
ers, saw this advantage cut down to less 
than 10 per cent by the end of 1922. In 
railroading the decline was from 47 per 
cent to 6 per cent. Similar declines are 
noted in all the other great industrial divi- 
sions. 

In like manner teachers, professors, gov- 
ernment officials, etc., have been equally 
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hard hit. When the mark was at 150,000 
to the dollar a Heidelberg professor told 
the writer that his monthly salary on a 
gold basis was $10. A comparison made 
between similar German, Swiss and Nor- 
wegian government officials showed that, 
while before the war the Germans were 
better, or at least equally well, paid, in 
October of last year they received on a 
gold basis only a little better than one-half 
of what their neighbors received. The man- 
aging director of one of the larger German 
banks received in 1922 a weekly salary 
which would purchase seven suits of clothes. 
In July of this year his salary would pur- 
chase only two suits of clothes. All this 
shows not only arbitrary readjustment of 
wealth distribution, but also a decline of 
social surplus above mere subsistence. 


Labor Has Been Exploited 


HILE salaried and skilled workers 
have seen their income advantages 
over unskilled labor nibbled away, labor 
as a class has also been subjected to a 
process of hard exploitation. German 
goods have been sold at ridiculous prices in 
foreign markets because home price adjust- 
ments lagged behind the decline of the 
mark in the world market. The German 
home market as a whole made the sacrifice, 
but that the laboring classes bore their share 
is shown by the steady advance in the cost 
of living only partially offset by wage in- 
creases. In July last the highest paid work- 
ers in Berlin, namely the metal workers, 
obtained a wage rate of 27,000 marks per 
hour. But at the same time, so far as figures 
were available, the cheapest cuts of meat 
sold for 45,000 marks per pound. In other 
words, the metal workers had to toil for al- 
most two hours to earn a pound of meat! 
In February of this year, which was well 
before the complete wreckage of the mark, 
the cost of living had risen 2643 per cent, 
as compared with peace times. The effect 
is shown in the diminution of consumption. 
According to the official figures covering 
the slaughtering of meat animals, the decline 
was 42 per cent in 1922 as compared with 
1913. In 1913 the excess of imports over 
exports of meat cattle is given as 2.1 kilo- 
grams per capita. For Prussia alone it was 
excess of exports over imports of 0.4 kilo- 
grams per capita. For Frussia alone it was 
estimated that meat consumption declined 
32.5 per cent from 1913 to 1922. Potatoes, 
beer and other of the principal articles of 
diet show similar declines in consumption. 


Peasants Also Scathed 


HE peasants and farmers, concerned 

with the original production of food 
products, are usually considered as _ being 
least injured by inflation. This is probably 
true, although it must not be supposed that 
they escape all suffering. In so far as they 
are debtors they benefit through the possi- 
bility of paying their debts with depreciated 
paper, but in the sale of their own products 
and in the purchase of manufactured goods 
they too are seriously inconvenienced. In 
Germany more than in the other continental 
countries the farmer depends directly upon 
the orderly marketing of his produce, and 
he is at the same time more broadly a 
purchaser of the finished products of in- 
dustry. And, like all farmers, the bulk of 
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his income arises from the sale of crops 
during relatively restricted periods of the 
year, while his purchases have to be ex- 
tended throughout the year. Hence the 
peasants have found out that, through the 
rapid advance of prices, the actual return 
in other goods received in final exchange 
for their agricultural products has been 
iar below what they had a right to expect 
it the beginning, In other words, the peas- 
ants have suffered through the deterioration 
of the money kept on hand. This has led 
them to do what all others have done, 


namely, to try to get rid of money received 
as quickly as possible, and haste in this 
direction is always accompanied by waste 
and loss. It is an error, therefore, to sup- 
pose that the peasantry in Germany has es- 
caped the evils of inflation. 


Social System Cracking 


Gon strain on Germany’s economic life 
has been so great that the whole social 
system is cracking. All competent German 
observers regard disintegration as practi- 
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cally inevitable. Red communism is not 
so much the danger as is the tearing asunder 
of the social fabric. In this work of dis- 
integration inflation has played a terribly 
effective part. Underlying inflation itself 
are, of course, the heavy external obliga- 
tions and internal fiscal difficulties, but, ir- 
respective of the reasons that may be ad- 
vanced for it, the fact remains that inflation 
has wrecked the whole German economic 
structure so completely that decades will 
be required to restore it to good working 
order. 


Projecting the Useful Application of Wealth 


EN count Benjamin Franklin 

among the sages of his time. 

And so he was—wise in his 

generation. But his wisdom 
failed him when he tried to project for all 
time the useful application of his wealth. 
To show his appreciation to the cities of 
Boston and Philadelphia, his will left £1,000 
to each, with directions that it be loaned 
out at 5 per cent, in sums not exceeding 
£60, to “such young married artificers under 
the age of 25 as have served an apprentice- 
ship in the said towns and faithfully ful- 
filled the duties required in their inden- 
tures.” 

Franklin figured that in 100 years, each 
fund would amount to approximately $650,- 
000 and he directed that about $500,000 of 
each amount be spent. Philadelphia, he 
thought, instead of depending upon wells, 
should have drinking water conveyed 
through pipes and he therefore recom- 
mended that at the end of 100 years—which 
was in 1890—the waters of Wissahickon 
Creek be piped into the city to supply the 
inhabitants ! 

Unhappily for Mr. Franklin, the world 
didn’t behave after his death as he thought 
it would. Five per cent, then ridiculously 
low interest, became later the market rate. 
Philadelphia did not wait a hundred years 
to install a water supply system. And, 
worst of all, the custom of apprenticeship 
under articles of indenture simply ceased to 
exist. The fund that Franklin thought 
would exceed $600,000 in a century, amount- 
ed to less than $100,000; and for more than 
a third of a century now in Philadelphia. 
not a cent has been loaned from the fund, 
because no one can be found to satisfy the 
terms that Franklin wrote into his will in 
1790. That gift, made with the best of 
motives, is paralyzed because of the limita- 
tions put upon it. 


In Courts 34 Years 


FEW months ago I went into the Chan- 
-& cery Division of the British High 
Court of Justice. The lawyers were ar- 
guing a case that had been started many 
years before. A woman of Bournemouth 
in 1889 had left £1,500 to endow a proposed 
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church, on condition that it promote “sound 
Evangelical doctrine.” Her idea of sound 
Evangelical doctrine was that the minister 
should wear invariably a black gown in the 
pulpit, that there should be no chanting of 
the Psalms, and that no organ recitals 
should occur in the church. No minister 
might draw upon the income from the fund 
without first approving in writing all the 
conditions of the grant. 

Now it happened that shortly after the 
lady’s death, the wearing of black gowns 
was wholly discontinued. Since no incum- 
bent thereafter could sign a statement agree- 
ing to all conditions, both principal and 
income have been piling up for years. Mean- 
while an effort to obtain relief through the 
courts was begun. That action was started 
some years before I was born, but the way 
of escape even from such admittedly unwise 
charitable gifts is long and tedious, so much 
so in this case that in London during June, 
I listened in upon the debate in the thirty- 
fourth year of its existence. Let us hope 
that the first third of a century was the 
hardest. 

The same thing happens nearer home. St. 
Louis in the ’40’s was the “jumping off 
place” for westbound settlers starting over 
the Great American Desert. But many 
hundreds got no further than St. Louis— 
their funds or strength or courage were 
exhausted there. The mayor of the city, 
Byron Mullanphy, himself an emigrant, was 
moved by the pitiful situation of the ’49’ers, 
and when he died in 1851, he left one-third 
of his property ‘to aid those pioneers strand- 
ed in St. Louis but “bound bona fide,” as his 
will required, “to settle for a home in the 
West.” 

A few years after Mr. Mullanphy died, 
the railroads pushed beyond St. Louis; the 
gold craze died; the West became settled. 
The people Mullanphy described as his bene- 
ficiaries did not exist any more; but his 
fund for them did, and does. It amounts 
now to upwards of $900,000; and for 50 
years and more the commissioners of it 
have been trying to find legal ways of 
spending the income, fettered as they are by 
those terms. 

There are literally hundreds of these 
cases of tragic waste, of utter obsolescence, 


of complete perversion of the intentions of 
donors to serve their communities by philan- 
thropic bequests. 


To End the Evil 


O end this evil there has grown up a 

form of organization—first devised in 
Ohio by the late Judge Frederick Goff of 
Cleveland—known as the Community Trust. 
Ten of the more forward-looking banks and 
trust companies of New York have agreed 
to act as trustees of funds intended for 
public purposes, to invest the principal of 
such funds, and cooperatively to turn the 
income over to a common distribution com- 
mittee, to supervise its expenditure. A ma- 
jority of that-committee is chosen by public 
sources and a minority of it by the associ- 
ated banks and trust companies. The com- 
mittee undertakes to carry out the wishes of 
a donor after his death and to protect his 
interests by keeping constant and perpetual 
check on disbursements in order to prevent 
a waste of income upon objects which pass- 
ing time and changing conditions have made 
obsolete. 

Already the New York Community Trust 
has had written into wills, for eventual dis- 
tribution through it in future years, several 
hundreds of thousands of dollars. In course 
of time the Community Trust will have 
accumulated a substantial sum, which will 
be, in very fact, the Common-Wealth. 

This plan of the Community Trust repre- 
sents the effort—now happily countrywide, 
to devise the machinery for combating the 
Dead Hand, for preventing bequests from 
going wrong, for keeping income from 
public benefactions at work on the tasks 
that are important now. 


If the United States were as fireproof 
as Europe, more than $200,000,000 would be 
saved annually; that amount would buy 
twenty loaves of bread for every man, wo- 
man and child in the country. 


Electricity has superseded the old kero- 
sene lamp as a fire ‘hazard; cheap insula- 
tion, amateur wiring, short circuits and arcs 
cost the United States a property loss of 
more than $25,000,000 last year. 
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Uncle Sam Umpires Produce Game 


UPPOSE a shipper after dispatching 

a car. of high-quality produce, sold 

f.o.b., receives a statement that the 

vegetables are off-grade, and, not 
being worth the stipulated price, are re- 
jected by the receiver. 

Suppose a merchant receives a car of 
peaches so immature that he realizes profit- 
able sale is impossible, whereas he had 
stipulated for a supply of U. S. No. 1 fruit 
which he had relied upon to fill a pressing 
demand. 

Suppose a railway company in handling 
a car of produce notices deterioration which 
it believes due to defects in the fruit when 
shipped, but which conceivably may be made 
the basis of a claim for damage. 

These are only a few of the 
conditions that daily invite de- 
lays, disputes and bad feeling in 
the handling of perishable food 
products on their long journeys 
from farm to table. Delays 
make for deterioration, waste 
and loss. Distance and _ inter- 
mediaries make for misunder- 
standings and, to those unscrupu- 
lous few who are looking for 
such chances, give opportunity 
for fraud. 

“T’d like to get at the truth 
of that matter,” says the shipper, 
who faces financial loss. “If I 
reject that car, there’ll be a row,” 
says the merchant, disappointed 
in his chance for a good sale. 
“T would really like to know just 
where the responsibility for that 
waste does rest,” says the rail- 
road official, when considering 
the claim. 

Thus inspection of perishables at the 
market is sought by the shipper that he 
may know the condition of the goods if 
they arrive unsold, or if he feels they are 
discriminated against. It is sought by the 
city buyer or receiver when he feels that 
the goods received are for any reason less 
valuable than he had a right to expect, and 
it is sought by the railroad or other carrier 
as a protection against undue or unjust 
claims for damages, 

It is right here that Uncle Sam steps in 
to umpire the game, if he is invited. For 
the food products inspection service is truly 
a service in that inspections are made only 
on the request of a financially interested 
party. Inspectors are stationed by the Fed- 
eral Department of Agriculture at most 
of the principal terminal markets of the 
country. One of these inspectors will ex- 
amine any shipment in question and fur- 
nish an accurate and disinterested report 
as to quality and condition of the produce 
or any other fact that affects value. This 
certificate affords a basis on which the dis- 
putants can settle their differences promptly 
and with fairness to both sides. If an 
amicable agreement cannot be reached, the 
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law has provided that these certificates of 
inspection be accepted as prima facie evi- 
dence in all United States Courts as to 
the true grade, quality or condition of the 
products when inspected. As a result, the 
certificate is usually made the basis of set- 
tlement out of court. 

A fee of $4 is charged, which approxi- 
mately covers the cost of the service. Pro- 
ducers, shippers, carriers and dealers pay 
this cost willingly. When an_ inspection 
is made and paid for, any other interested 
party can get a copy of the certificate for $1. 
Inspectors have been called 
to pass on more than 
eighty different commodi- 
ties, and an average of 


Federal Market Inspector at 


Work, 


30,000 cars is inspected, at 

market, each year. In fact, the demand for 
inspections is often greater than the present 
staff can meet. New inspectors are con- 
stantly being trained, as it is impossible 
to find men, either in the trade or the 
colleges, who are already fully qualified 
for the details of the work. 

It is by no means an easy job. Inspectors 
must be in the markets early and late. 
Cars to be inspected are usually on the 
edge of towns, and the yards are far from 
attractive. When the car is located and 
opened, the inspector does not limit himself 
to a car-door job, The whole lot must 
be taken into consideration and the inspec- 
tor crawls over and moves bags, crates and 
barrels, opening and examining as he goes. 
Decayed fruits and vegetables, broken boxes 
and barrels, spilled, oozing or malodorous 
goods constitute some of the disagreeable 
features, but the inspection service as a 
whole is marked by the enthusiasm of its 
members. 

An increasing volume of fruits and vege- 
tables is offered or contracted for on basis 
of grade. The boxed apple crop of the 
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Northwest, the peach crop of North Caro- 
lina, and a large part of the potato crop 
are sold on grade. The volume of graded 
products is enormous, and the number of 
honest controversies over the question of 
grade is large. Inspections for quality 
usually involve grade, but they are often 
requested on products for which no grades 
are established, The complaint may involve 
maturity, color, freshness, flavor, odor, tex- 
ture, freezing, condition of packages, or 
any factor which, by injuring the character 
or appearance of the product, tends to re- 
duce its market value. 

The question of quantity may 
be raised on account of break- 
age, slack or improperly filled 
packages, or excessive shrinkage 
caused by evaporation or decay. 
Pilfering while the products are 
on the way to market is another 
cause for controversy over quan- 
tity received. 

Inspection for condition may 
be requested when perishables ar- 
rive with packages broken and 
the contents of the car upset and 
injured by rough handling on 
the road. 


Improper loading and 
the use of inadequate containers 
are frequent reasons for arrivals 
in bad mechanical condition, but 
general deterioration may result 
from deficient refrigeration, im- 


proper ventilation, delays in 
transit, freezing, disease infection 
and other causes. Many of the 
railroad companies make the in- 
spection reports the basis of judg- 
ment in cases where loss and 
damage claims are filed by the 
shippers of perishables. Shippers 
feel that this basis is an impartial 
one and relations between the shipper and 
his transportation agency remain cordial. 

The economic value of the service is 
equaled by its moral value. The mere 
presence of an inspector at a terminal market 
will often ward off trouble. The probability 
of an inspection reduces the chance of sharp 
practice at either end of the shipment, 
which in turn tends to promote a greater 
degree of mutual confidence among shippers, 
carriers and commission merchants, a state 
of affairs greatly needed in the produce 
business, The number of unfair rejections 
has been materially decreased since the in- 
spection service was inaugurated because 
through this impartial agency all parties 
to a trade are being shown that honesty is 
the best policy. 

The inspector has no authority to say 
what disposition shall be made of any car 
under discussion nor to act as mediator in 
settling controversies or making adjust- 
ments. He is on the field as a peacemaker, 
for his province is to furnish a fair and 
impartial basis for the settlement of dis- 
putes. 
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Why I Am Opposed to Political 
Remedies for Farm Problems 


By CHAS. D. KIRKPATRICK 
The Walden Farm, Keota, Iowa 


P roposed Remedies Ignore the Fact That Each Farm Is a 


One-Man Business. 


No Prosperity Through Artificial Markets 


Insuring Profits for Sand Hills and Swamps. Farmers Suffering 


HE farming community bulks large 
in the total population of our coun- 
try, and the rural ailments can be 
limiting factors to the entire indus- 

trial and business world. Professor Furniss 

of Yale, who has recently published a book 
on foreign exchange, looking at the situation 
from the national and international point 
of view, has found the agricultural outlook 

“to constitute almost the controlling element 

in the economic prospect for our country.” 

The growth of various farm organization 
movements is evidence that farmers are 
hopeful of benefits from cooperative action, 
and the recent elections have given sub- 
stantial majorities to candidates who sym- 
pathized and emphatically promised legis- 
lative relief. The agricultural press has 
been working overtime to herald the possi- 
bilities of concerted action. Legislative en- 
actments promoting marketing associations 
have been secured, and more are demanded. 

Educational work through the Farm Bureau 

has been furthered by laws which require 

county supervisors to support them with 
public funds. Credit institutions of several 
kinds have been organized. 


Wild Comparisons 


N the enthusiasm of debate, the farmer’s 

situation is discounted and one might 
conclude from recent political speeches that 
a local farmers’ union, or township farm 
bureau association, was as effective as a 
workingman’s trade union in the city. The 
agricultural industry is compared with the 
United States Steel Corporation and the 
Ford Motor Co. as though it were con- 
trolled by a closely organized board of di- 
rectors. The Federal Government, by con- 
ducting a successful military campaign, has 
appealed to our imaginations; being wonder- 
fully capable in doing the impossible, by all 
means it ought to remedy our agricultural 
ills. Let it control, the enthusiasts say, crop 
acreages through the farm bureau; guaran- 
tee the market through a grain buying cor- 
poration, and restore the ratio of prices be- 
tween the goods we sell and what we buy 
through manipulations of the Federal Re- 
serve Board! 

Most of this talk is the expression of a 
distress due to economic maladjustments 
rather than a departure from the usual in- 
dependent spirit of the open country. With 
all the votes in favor of legislation making 
possible organized merchandising, the Iowa 
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farmer refuses to sign five-year contracts 
or surrender his judgment to the manager 
of a shipping association. 

The proposal to apply political remedies 
carries the cooperative idea to a wholesale 
degree. It ignores the fact that each farm 
is a business in the hands of one man. I 
live in the midst of the best corn lands. 
The 320 acres I farm are equipped to feed 
hogs. When the market descends to the 
depths, competition falls heavier upon less 
favorably equipped and less fertile farms. 
That is to say, the marginal land is the 
first to be abandoned, and thereby the supply 
is adjusted to the demand. 


Wait for the Weak 


EGISLATION intended to compel a 
highly specialized and properly organ- 
ized business to wait for a weaker brother 
is without justice. And artificial markets 
that will insure profits for the sand hills 
of Nebraska, the cut-over stumps of Wis- 
consin and the swamps in the Mississippi 
River bottoms will keep us on the road 
to prosperity about as certainly as a steer- 
ing wheel tied to the windshield would keep 
an automobile going South. 

Only about five years ago the cry was for 
Federal legislation to promote land coloniza- 
tion whereby each soldier might receive 
a farm. Prominent economists explained 
how men of small means in the city could, 
with Governmental supervision and coop- 
eration, make prosperous homes in the wil- 
derness. With a market paying $16 for 
hogs they argued the Government ought 
to hasten the extension of food production. 
For a while the papers were full of reports 
on the progress the Government was mak- 
ing in creating farms out of the millions of 
idle acres in our public domain. 


Refused $35,000 for a Stallion 


HEN the tide was coming in, many 

a farmer hesitated to believe his eyes. 
In 1917 old corn at $2 per bushel was 
an unexpected and temporary incident of 
the war. In the confusion of quotations 
business experience seemed to loose its use- 
fulness. The Government through the Food 
Administration seemed to be successful in 
establishing standards for price fixing. The 
new level of prices appeared to be perma- 
nent. The conviction that dollar corn was 
here to stay was the foundation of a tre- 
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mendous land boom. Then in all seriousness 
it was argued that corn could not go below 
a dollar because we could not afford to take 
less on such high-priced land. Adam Smith’s 
observation 150 years ago that land prices 
are the result not the cause of produce prices 
was pretty much out of date. Mortgage 
loans were doubled, and about one farm in 
five loaded with $100 or more per acre 
incumbrance. Within two and one-half 
miles of my home, Walden Farm, Keota, 
Iowa, 640 acres in five farms sold at an 
average of $415 per acre. One man paid 
$6,000 cash for a boar and another refused 
$35,000 for a stallion, In the south part 
of the county an Angus bull cost $36,000. 
One farmer and his family burned fifty 
gallons of gas per week. Something had 
to happen. A drop of $1.50 per bushel in 
corn took the wind out of everybody. Two 
married men working for me this summer 
for $50 per month, plus house, garden, 
chickens and cow, are undertaking to pay 
for farm machinery used in renting at the 
high time. 


Enough Credit Now? 


on a sound footing already 
have all the funds they can use profitably. 
Those with mortgages to the ears are suffer- 
ing from too much credit, a disease that is 
not cured by more credit. If overproduction 
is the cause of our low markets, the business 
ought not be expanded with more funds, 
even on good security, and if speculation 
is the root of the trouble, the banks cannot 
undertake to pay the debts of bankrupts. 
Solid banks with liquid reserves are our 
immediate protection against a serious finan- 
cial crisis. 

Since 1921, the unsatisfactory corn mar- 
ket has been attributed to an oversupply. 
Without realizing to what extent other 
causes may have aggravated the condition, 
we were sold on remedies that promised re- 
lief. Hogs were selling last year at the 
ratio of 100 pounds of pork to about seven- 
teen bushels of corn, whereas the usual ra- 
tio is about 100 pounds pork to eleven bush- 
els of corn. Therefore, with one accord 
more sows were bred, and this season the 
terminal markets were glutted with hogs. 
The farmers have disposed of the corn, and 
now with no old corn left in the crib, pork 
is selling for 100 pounds to less than eight 
bushels of corn. Meanwhile the State Leg- 
islature passed a warehouse act enabling 
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the farmer to borrow against his stored 
grair. With the surplus all gone, the well- 
meant legislation at present is a fifth wheel. 


One Way Out 


| ion though there was grain to offer 
for security, most farmers find that 
governmental machinery is the most expen- 
sive equipment. Taxes amounting to a 
dollar or more per acre when rent is $8 
make the cost of government high enough. 
After all, a permanent agriculture must 
not depend upon legislative subsidies. We 
have the natural wealth and the native brains 
to use it. The possibilities for agriculture 
have scarcely been anticipated. 

Last year, for illustration, some hog feed- 
ers joined ton-litter clubs, the rules requir- 
ing that the produce of one sow must weigh 
2000 pounds at six months. The winners 
in 1922 produced around one and one-half 
tons, and this year the best litter weighed 
nearly 325 pounds per head at 180 days 
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and totaled nearly two tons. I have fed 
and marketed over 500 pigs in a calendar 
year and considered 200 pounds at 200 days 
a good average. Last year in producing 
113,000 pounds of pork, I considered 4.68 
pounds of feed per pound of gain a very 
satisfactory ratio; the ton-litter winner used 
less than 4.25 pounds of feed per pound 
of gain. Some of the largest profits in 
farming are obtained by gradual soil im- 
provement through the use of legumes. Ten 
years ago in certain of my fields was begun 
a rotation of corn, corn, oats, clover. For the 
first few years after inaugurating this sys- 
tem the yields were not noticeably improved. 
but lately the average has been definitely 
advanced. These opportunities are the kind 
that must be developed if the corn belt 
farmer is’to pay off his painfully pressing 
debts. 

Wars of the first magnitude are not over 
when the last gun is fired; the economic 
disturbances are part of the cost. English 
farmers discovered this at the close of the 


Broadcasting by Banks 


By C. H. HANDERSON 
Advertising Manager, The Union Trust Co., Cleveland, Ohio 


EK have always regarded a bank 
public service station for 

the performance of pos- 
sible conveniences for the public. There 
are limits, of course, but any service even 
remotely touching the financial phase of 
public service we regard as ‘within our 
scope. 

Something over a year ago, when radio 
broadcasting received its major impetus, we 
were among the early settlers and installed 
a high power, 500 watt station, with the 
immediate idea of furnishing a very com- 
plete financial news service to the business 
men, fellow bankers, and farmers within 
the radius of our reach. Little did we 
anticipate the real need of the immensity of 
the market which we would reach. 

The financial service which we broadcast 
four times each day would cost the average 
banker or business man in one year many 
thousands of dollars. Yet by the installa- 
tion of a receiving set he is enabled to re- 
ceive the full benefit of this service with its 
far-flung sources of information. 

Several hundred banks and_ business 
houses have installed receiving sets and we 
furnish them with a form on which they can 
enter the quotations for Liberty Bonds, live- 
stock, foreign exchange, grain, New York 
bonds, fruits, and so on. We have received 
requests to broadcast something like 500 dif- 
ferent stock issues and their quotations. 

From the farmers we have received un- 
usual enthusiasm, for it enables the farmer 
to go to his buyer forearmed with accurate 
knowledge of the prices quoted that day. 
It has brought him up-to-date and placed 
him in contact with a live business-news- 
gathering organization. 

Banks scattered throughout a wide radius 
have installed receiving sets and supplied 
the data to their rural trade on request or 
through bulletin boards. 

Business men have surprised us with the 
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enthusiasm of their response to our business 
service. We feel that our daytime broad- 
casting is one of our very real major bank- 
ing services. 

While the number of accounts which we 
can trace directly to our broadcasting could 
probably be counted on the fingers of one 
hand, a recent questionnaire to the officers 
of our bank firmly established the fact 
that radio broadcasting must continue, 

A bank situated as we are in a center of 
farming and industry obtains its business 
from many hundreds of intricate channels. 
Our broadcasting station, I firmly believe, 
has done much to leave the impression 
throughout the district that we are a 
“mightly nice place to bank.” 

A farmer in a little cross-roads town, 
a trapper up in Saskatchewan, a group of 
Clevelanders in Florida, a business man in 
a neighboring manufacturing town, a 
banker in a small rural district—these are 
just types of people from whom we have 
had hundreds, yes thousands, of letters of 
appreciation. 

Do we use the radio for advertising? Yes 
and no. We have felt, that direct adver- 
tising via the radio would be a serious mis- 
take, because, after all, your listening pub- 
lic, the moment you begin to pull adver- 
tising, begins to fade out, and furthermore, 
even though they could not plug out, we 
would not feel that it was good policy to 
force our business upon them, preferring 
to sell them the good will of this bank 
through music and entertaining talks on sub- 
jects of popular interest. 

Only recently we have been experimenting 
cautiously with educational talks on Cleve- 
land’s Better Business Commission, which 
has a direct relation to banks and banking. 
At another time we tried educational talks 
on the Yellowstone Park, to which our 
Travel Department was running an excur- 
sion, and these met with great success. But 
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Napoleonic wars; it was true here after 
the Civil War. Legislation can never take 
the suffering out of bloodshed nor the sweat 
out of labor. 

A paragraph from Coulter’s History 
English Agriculture describes the farmer’: 
condition 100 years ago in terms that appl: 
today : 

“Many of the landowners were heavil 
in debt. Mortgages had been multiplied du 
ing the war, and while prices were high, pay 
ment of interest was easy; but when prices 
fell and the tenant threw up his farm, th: 
landlord could not throw over the mortgage: 
and the interest hung like a dead weigh: 
around his deck. On the whole, in 
spite of exaggeration from interested m: 
tives, the distress for twenty years after 
the Battle of Waterloo was real and dee). 

The progress, too, during that time 
was real and made, as was remarked, )v-- 
cause of adversity.” 


Spring Meeting in 
Augusta, Ga. 


HE Bon Air-Vanderbilt Hotel, Augusta, 

Ga., has been designated as the place 
for the next annual spring meeting of the 
executive council of the American Bankers’ 
Association. The dates are April 28 to 
May 1, inclusive. 

The entire first day of the meeting, Mon- 
day, April 28, will be taken up by meetings 
of the committees and commissions of the 
Association. Among these are the Admin- 
istrative Committee, Finance Committee. 
Agricultural Commission, Commerce and 
Marine Commission, Economic Policy Com- 
mission, Public Relations Commission, Com- 
mittee on Federal Legislation, Committee on 
Membership, Committee on Public Educa- 
tion, Committee on State Taxation, Special 
Committee on Taxation, Insurance Commit- 
tee, Protective Committee, Committee on 
Branch Banking and Committee on State 
Legislation. 

The sessions of the executive council 
will be held on Tuesday, April 29, forenoon 
and evening, and on the forenoons of 
Wednesday, April 30, and Thursday, May 
1. The executive council, which is the 
governing body of the Association in the 
interim between the general conventions, is 
representative of every State, its members 
being elected by the membership of the As- 
sociation in each State. 


all told, we are broadcasting verbal educa- 
tion with a very sparing hand. 

We have had substantial evidence that our 
broadcasting has proven a powerful adver- 
tisement for Cleveland as a city. 

To sum up briefly, we do not recommend 
a broadcasting outfit to any banks or all 


banks. Conditions govern the desirability. 
We can only speak for ourselves in ex- 
pressing our hearty appreciation of radio 
broadcasting as a means of expressing our 
policy to render the community a service. 
By-products of this have been too numerous 
to mention. 
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arm Credit Survey 


Over Half the Farmers in the Districts Investigated De- 


pended Upon Costly Merchant Credit. 


It Is the Only Form of 


Credit Available to Many Southern Farmers. First Step Toward 


HIE awakening of interest in the 

cost of merchant credit to farmers 

accentuates the value of a farm 

credit survey of 800 tarms in North 
Carolina made by the Department of Agri- 
culture of that State. 

“North Carolina farmers,” says the of- 
ficial report, “according to conservative 
estimates, contract debts amounting to more 
than $200,000,000 annually, or an average 
of more than $500 for every farmer in the 
State. The question of farm credit, there- 
fore, is an exceedingly important one. A 
difference of one per cent in the average 
interest rate, for instance, would affect the 
net income from agriculture to an amount 
approximating $2,000,000 each year. 

“Interest rates incidentally constitute only 
a small part of the farmer’s credit problem. 
Often he is unable to get credit at all, un- 
able to get it when the use of a judicious 
amount of borrowed money might help him 
greatly to increase his production and 
change the results of his farming opera- 
tions from loss to profit. Frequently he 
cannot get the term on his loan which will 
meet his needs. Perhaps he may be able 
to borrow for a term of six months only, 
when he requires a year for the growing 
and orderly marketing of his crop. 

“Evidently the conditions under which 
farmers obtain credit will have a marked in- 
fluence on the success of farming opera- 
tions. lor such conditions to be most satis- 
factory, three things are necessary: (1) 
correct credit legislation, (2) efficient use, 
by credit agencies, of facilities offered by 
such legislation, and (3) an understanding 
of the credit situation by farmers them- 
selves.” 

From the report detailing the results of 
the survey, the following paragraphs are 
taken : 


Merchandise Advances 


66 ORE than half (54.2 per cent) of all 

farmers in the three areas investi- 
gated relied on merchandise advances for 
some part of their credit needs in 1921. The 
number of farmers who obtained such ad- 
vances was nearly three times as great as 
the number who borrowed cash for short 
terms. Also the total amount of merchant 
credit was nearly three times the amount 
of short-term cash credit. 

“In the Wake County and Alleghany 
County areas less than one-half of the farm- 
ers used merchant credit, while more than 
three-fourts of those in the Scotland County 
area relied on it. Colored farmers, as would 
usually be expected, depended on merchan- 
dise advances to a much greater extent 
Likewise, in all 


than the white farmers. 


Better Conditions Is Better Contacts Between Farmers and Banks... 


areas, except Alleghany, tenants were more 
dependent on merchant credit than owners. 

“Despite all that can be said against mer- 
chant credit in the South at present this is 
the only type of credit available to many 
farmers, especially tenants and colored op- 
erators. It is very expensive, but it is the 
only means of financing available to farmers 
who cannot borrow cash. 

The average size of farmers’ merchant- 
credit advances varied widely in the three 
areas surveyed and among the different 
classes of farmers. In Scotland County, for 
instance, the average account was practi- 
cally $400, while in Alleghany it was only 
$55. The average for Wake County was 
$256, very close to the general average, 
$262, for all areas. 


“The average interest rate charged for 
merchant credit by various agencies for 
the state was 22.3 per cent. Credit from 


local stores was the most expensive, cost- 
ing an average of 26.6 per cent. Landlords 
came next in order, with a rate of 21.5 per 
cent. Factories and their agents are much 
lower, with rates of 14.2 and 17.0 per cent 
respectively. Colored farmers paid much 
higher rates than white farmers, because 
such a large percentage of the merchant 
credit received by colored farmers is for 
food supplies, which are bought on the in- 
stallment plan over a long period of time. 
A full year’s interest is charged on all 
purchases, though many of these purchases 
are made during the last few weeks before 
the bill is paid. 


What It Is For 


667QERTILIZER and ‘living 
are the chief purposes 
merchant credit is extended. 

“The foregoing facts indicate that credit 
conditions among North Carolina farmers 
are in much need of improvement. The 
farm mortgage situation is better than that 
for other kinds of credit and, furthermore, 
seems to be steadily improving. The Feder- 
al Land Bank of Columbia, S. C., is gradu- 
ally taking over land mortgage loans needed 
for longer periods of time, and in addi- 
tion, out-of-state financial institutions are 
now (May, 1923) offering such loans at 
reasonable rates. 

“Credit advances for cm.-*nt expenses 
are those in which the greatest room for im- 
provement exists. By far the larger part 
of such advances is obtained through the 
purchase of supplies on time, a practice 
which has long been recognized as extreme- 
ly costly. 

“Stores apparently handle more of such 
business than all other agencies combined, 
while banks carry less than one-sixth of 
the total. A: large proportion of the credit 
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expenses’ 
for which 


is supplied by fertilizer factories and their 
local agents, through the sale of fertilizer 
to farmers on time. That the farmers fail 
to obtain needed short-term credit direct 
from banks constitutes a handicap to agri- 
culture in the State, since the rate on such 
loans is materially lower than on_ short- 
term loans from all other sources. 

“The cost of credit from stores is more 
than 25 per cent when calculated on the 
basis of a yearly interest rate, while banks 
charge little more than 6 per cent. Farmers 
would profit greatly if they could place 
themselves in position to borrow from banks 
and pay their bills with cash. Merchants 
would be benefited, since they could then 
give their attention strictly to merchandis- 
ing and avoid the risk of loss which they 
now assume. Bankers would also profit, due 
to the resulting improvement in farmers’ 
financial condition and the increased busi- 
ness which these farmers would give the 
banks. The question arises, however, as 
to whether farmers can get further credit 
from banks. Why do they now count on 
stores to such an extent for accommoda- 
tion? 


Store Credit a Habit 


ANY ask for credit from stores 
out of habit and do not realize how 
high the charges are. There are others, 
however, who cannot obtain credit from 
banks. This is often due to the fact that 
no contact has been established and the 
farmer’s credit rating has not been de- 
termined. Such cases must, of course, be 
considered separately from those in which 
farmers are known to be poor risks. 

“Banks throughout the areas surveyed 
seemed to prefer character and general 
business ability over any tangible security 
in making loans. 

“Banks cannot afford to take chances and 
the chief reason for the preponderance of 
loans on personal and endorsed notes is 
the fact that the borrowers are known to 
the bank’s. officers. A reputation for thrift, 
industry, and reliability is the best possible 
asset for a man wanting credit. 

“The first step then in giving farmers 
better credit is to build up better contacts. 
This will require cooperation of county 
agents, extension men, farm organizations 
and the bankers themselves. Bankers in 
some sections have overcome much of this 
condition by having at their banks exhibits 
which attract farmers. Farmers so drawn 
to the banks often become friends and 
many times become customers. But the 
banks cannot do it all. Effort toward a 
better acquaintance is necessary on the part 
of farmers. Frankness regarding their 
business affairs is essential. 
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Credit Unions 


66T.N some sections of the state small 

farmers who did not have sufficient 
assets to give them very high individual 
ratings have combined to form ‘credit 
unions.’ These unions are cooperative so- 
cieties which are specially chartered under 
state law by the State Division of Markets. 
They may be formed by seven or more 
farmers, who put their savings in a com- 
mon fund and who can in turn borrow 
from the fund whenever they need money 
for farming expenses. If the fund is not 
large enough to supply all requests for 
loans, the credit union borrows additional 
funds from a bank on its own note, supported 
by the notes of members who have borrowed 


from the credit union. The credit union 
can obtain better terms than any one mem- 
ber because it offers the bank better se- 
curity and because the loan will represent 
a more substantial sum. If the savings 
amount to more than members wish to 
borrow, the fund may be deposited in a 
bank at interest or may be invested in cer- 
tain ways prescribed by law. Members pay 
low rates of interest for their loans and 
receive interest for their savings which are 
deposited. Sometimes such unions have 
had trouble getting started because their 
officers lacked business training, but as a 
general rule they have proved to be a de- 
cided benefit to the communities where 
they exist. 

“One more method of cutting down on 
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the large store account consists in increas- 
ing the supply of garden truck and feeds 
grown on the farm. Even if cereals and 
hay might not be profitable as crops for 
market, they can be used to advantage for 
consumption on the farm. In Alleghany 
County, where farming was more nearly 
self-sufficing, the stores played a much 
smaller part in furnishing accommodations 
than in either of the other areas. 

“Better use of legumes and livestock will 
also help some to reduce the need for large 
credit extensions. Fertilizer was the chief 
item for which merchant credit was re- 
quired. Livestock and legumes will help 
either to reduce the amount spent for this 
purpose or to make the same amount pro- 
duce larger returns.” 


The Shift from Cheap Money to Cheap Credit 


YCLES of financial unrest in the 

United States have been many. A 
C few cycles have run their course 
within the memory of some readers, but 
there are other citizens whose memories 
do not reach so far back, and there are 
others still whose memories need refresh- 
ing, since there are signs abroad that a 
flood of financial nostrums is soon to be 
pressed for the consideration of both 
Congress and the country. 

Roughly speaking, the periods of such 
unrest may be divided into: (1) The 
Revolutionary period; (2) The War of 
1812 period; (3) The Van Buren period; 
(4) The Civil War period; (5) The 
Populist and Granger period; and (6) The 
World War period. There were interven- 
ing financial disturbances of more or less 
consequences, but the limits of this article 
will not permit of their consideration. 

The whole of the period prior to the 
establishment of the Federal Reserve Sys- 
tem may again be classified as one of 
struggle for and against redeemable bank 
or Government notes with adequate banks 
reserves as a subsidiary issue while the 
period subsequent thereto, in which we 
now are, may be classified as one of 
struggle over limited bank credit. In the 
one, cheap money was the issue, while in 
the other the issue is cheap credit. 

As we all know, those in favor of re- 
deemable paper currency and adequate, or 
at least substantial, bank reserves won the 
struggle by the establishment and main- 
tenance of the National Banking System 
and by taxation out of existence of the 
note issues of state banks. The struggle 
over the currency principle had no sooner 
been decided than there was substituted, 
or added as a predominant feature, the 
banking principle and the contest con- 
tinued with easy credit as the issue. 

The line between the contending forces 
during the period intervening between the 
foundation of the country and the estab- 
lishment of the Federal Reserve System 
oscillated to and fro across the years in 
somewhat the same manner as the line be- 
tween almost equally divided forces on a 
battlefield and somewhat like the battle 
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line it left wreckage to mark the conflict. 

The Revolutionary period saw Continen- 
tal and State currency bought and sold in 
bales at the rate of one thousand for one 
—not so bad as the present-day German 
mark or Russian ruble, but bad enough. 
Pelatiah Webster, a contemporary of the 
period, said that depreciated paper money 
“polluted the equity of the laws, turned 
courts into engines of oppression, destroyed 
the fortunes of thousands, enervated trade, 
husbandry and manufactures, and went far 
to destroy the morality of the people.” So 
disgusted were the people with such money 
that Morris, Wilson, Ellsworth and others 
who were members of the Constitutional 
Convention thought it a favorable moment 
to “shut and bar the door against paper 
money.” 

They thought that they had accomplished 
their purpose by writing into the funda- 
mental law of the land a prohibition against 
the emission of bills of credit by the states 
and by giving to the Federal Government 
only express authority to coin money and 
to regulate the value thereof; however, 
they gave Congress authority to borrow 
money and with the stress of Civil War, 
the people learned through the Legal 
Tender cases that Congress had implied 
authority to issue legal tender money dur- 
ing either peace or war. Even the prohibi- 
tion against the emission of bills of credit 
by a state had theretofore been weakened 
by the holding of the United States Su- 
preme Court in Briscoe v. The Common- 
wealth of Kentucky that a state could own 
the entire capital stock of a bank which 
could issue paper money. 

During the whole of the period inter- 
vening between the adoption of the Federal 
Constitution and the Civil War there were 
neither state nor Federal issues of legal 
tender paper money, but there were enor- 
mous issues of bank notes. It is not neces- 
sary to detail the recklessness of the banks 
during this period nor to cite statistics as 
to the volume of irredeemable bank notes 
that were forced upon the people. It is 
sufficient for present purposes to call at- 
tention to the fact and to observe that the 
First and Second United States Banks were 


chartered in 1791 and 1816, respectively, for 
the avowed purpose, among other things, 
of bringing about a reduction of the vol- 
ume of. these bank issues and an improve- 
ment in their quality as well as to enforce 
curtailment of loaning operations. That 
they succeeded in their purpose is well 
known, but in doing so they earned the un- 
dying hatred of the advocates of cheap 
money and Congress, ever responsive to 
local influence, refused renewal of their 
charters. 

Public memory notoriously short 
lived; proof of this can be deduced from 
any number of public concerns such as 
indifference as to the exploitation of the 
national resources, and strangulation of the 
transportation systems of the country. Joy 
at relief from depreciated bank notes soon 
gave way to hatred of the system which 
brought the joy with denial of an unlimited 
amount of cheap money. 

The Civil War period saw the establish- 
ment of the National Banking System with 
a sound currency principle written into the 
law and with provision for the establish- 
ment of the necessary machinery to enforce 
its observance. Henceforth the contest was 
not over redeemable or irredeemable bank 
notes, but was one over redeemable or irre- 
deemable Government notes. The Green- 
backers and Populists lost and then arose the 
absorbing issue of free and unlimited coin- 
age of silver at the ratio of 16 to 1. In other 
words, a large element of our population 
were indifferent as to whether cheap money 
took the form of paper or silver so long as 
it could be had. Again the advocates of 
cheap money lost and it seemed that they 
had been forever silenced. 

Not so, however; the adoption of the 
banking principle as the predominant fea- 
ture of the Federal Reserve System made 
it possible to issue credit instruments of 
the banks for and based on the credit in- 
struments of individuals. The believers 
in this political economy who saw a cure 
for all economic ills in cheap money now 
see such a cure in cheap credit. The 
future struggle over the control of credit 
may be as fierce as the past struggle over 
the control of money. 


300 


Influence of the Tariff on Prices 


vs HE Act of Sept. 22, 1922—an act 

setting a new precedent as a high 

protective measure—has now been 

in effect over a year. A sufficient 
time has elapsed so that it should be pos- 
sible to observe some of its effects. The 
act will undoubtedly be an important issue 
in the coming Presidential campaign, and 
probably no matter connected with the act 
will be more hotly disputed than its effect 
upon prices. On this issue Republican and 
Democratic spokesmen will make widely 
divergent statements to the utter confusion 
of the voter. 

Democrats are now estimating that the 
cost of living has been increased by the 
act by not less than $3,000,000,000 annually. 
They show that index numbers of whole- 
sale prices increased from 138 on Jan. 1, 
1922, to 160 on Jan. 1, 1923, an increase of 
16 per cent. They point to an increase in 
the price of woolen fabrics and woolen 
garments, of hardware, of chemicals, and 
of sugar, and attribute all of these ad- 
vances in price to the tariff. 

In making estimates designed to show 
the extent to which the cost of living has 
been increased by the tariff, it is customary 
to assume that the price is increased by 
an amount equal to the increase in duty 
and then multiply the assumed increase in 
price by the total consumption. Republicans 
deny that such an increase in price neces- 
sarily takes place. They make extensive 
use of a report prepared for the Senate 
Committee on Finance, in which in the case 
of a great number of imported articles the 
following data are given: Country of ori- 
gin, value in that country, transportation 
charges, the duty, the landed cost, the re- 
tail price in the United States and the 
percentage of retail price to landed cost. 
These percentages range from 153 to 2588, 
the average being 469. In the face of 
such enormous profits, it is absurd, so it 
is claimed, to argue that the tariff has 
increased prices. It has simply reduced 
to some extent these unconscionable profits. 
The consumer has not been affected. 


The Price of Wheat 


HE articles in the report, while cover- 

ing a considerable range, are mostly 
manufactured products. But the Fordney- 
McCumber Act and its predecessor, the 
Emergency tariff, were largely inspired by 
the “farmer bloc” and were passed with 
a view to improving the prices of farm 
products. The Republicans, therefore, en- 
deavor to show that it has in fact improved 
the price of farm products, and, when this 
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is impossible because the prices of such 
products, notably wheat, have declined, to 
show that they have not declined in the 
United States as much as in other coun- 
tries. Therefore, it would appear, the in- 
crease of duties provided for in the act has 
had the remarkable property of increasing 
or maintaining prices when, in the interest 
of cultivating the good-will of a certain 
class of producers, namely, the farmers, 
it was deemed desirable to increase prices, 
and of not increasing prices when, in the 
interest of cultivating the good-will of con- 
sumers, it was deemed desirable not to 
increase prices. It would seem that a non- 
partisan discussion of the effect of the 
tariff on prices would be timely. 


Unconvincing Arguments 


RGUMENTS based on price quotations, 

whether advanced by Republicans or 
Democrats, are unconvincing because so 
many other factors besides the tariff affect 
the price at which an article will sell. Among 
the most important of these factors are 
changes in demand, improvements in meth- 
ods and processes of production, changes 
in the purchasing power of money, monop- 
olistic control of supply, street rumors and 
speculation. It is impossible by statistical 
methods completely to isolate from the ef- 
fects due to all these other factors the 
effect due to the tariff. 

It is possible, however, to show on prin- 
ciples of economic theory the effect upon 
prices logically due to changes in the tar- 
iff, assuming that all of the other factors 
remain unchanged, and occasionally it is 
even possible to eliminate to a great extent 
from the mass of price data the effects due 
to other causes and verify the theoretic 
reasoning. But great care must be taken. 
A mere comparison of prices before and 
after the passage of a tariff act is value- 
less. To illustrate: There is no article 
for which more complete and accurate data 
are available than sugar. A comparison 
of the prices of sugar before and after 
the passage of successive tariff acts for 
the past thirty years shows that in some 
cases, when the duty has been raised, the 
price has also risen and in other cases it 
has fallen. Likewise, the price has some- 
times risen and sometimes fallen when the 
duty has been lowered. 

Equally unconvincing is the easy assump- 
tion that an increase in duty causes an 
equal increase in price. Even after elimi- 
nating all other factors, this assumption 
is unsound. A change in the rate of duty 
may logically have no effect upon price 
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or the change in price to be expected may 
be greater or less than the change in duty. 
In some cases even a very plausible ar- 
gument may be advanced to show that an 
increase in duty should logically result in 
a decrease in price. 

Obviously, when the article in question 
is not imported at all, or, if imported, is 
imported only in negligible quantities, an 
increase in the duty should have no effect 
on the price whatever, though a decrease 
might encourage imports and reduce the 
price. If the article is one of our major 
exports, it may be safely inferred that the 
domestic producer is independent of the 
tariff. No change that may be made in it 
will affect the price either way. There is 
one possible exception. The country is 
large and if freight charges consitute an 
important element in price, it may happen 
that even in the case of an industry which 
is on a secure export basis, an increase in 
duty will affect the price in some regions. 
A monopolized article may also be an ex- 
ception. 

Again, if the article is a raw material, an 
increase in duty may, through a process of 
pyramiding, affect the price of the fin- 
ished product by an amount considerably 
greater than the increase in duty. 

Finally, if the article is one for the pro- 
duction of which the United States pos- 
sesses great natural advantages, the im- 
position of a duty may enable the new 
industry to get a foothold which without 
this aid it could not have gained. Once 
it is established on a firm basis, competition 
may reduce the price even below that of 
the foreign article. In this case the long- 
run effect of an increase in duty may per- 
haps be said without too great < :train 
upon language to have caused a reduction 
in price. 

The case where equality between change 
in duty and change in price comes near- 
est to being realized is that of a revenue 
article like tea or coffee. When a duty 
is imposed upon such articles, the price 
change to be expected is logically equal 
to the duty, though even in this case there 
are possible exceptions. 


Sugar, Wool, Cutlery 


HE cases of most interest, however, in 

connection with the last tariff act is that 
of a protected article in which the do- 
mestic, product comes in active competition 
in the domestic market with a similar ar- 
ticle of foreign production. Sugar, wool 
and cutlery are examples of this sort. In 
the case of such articles, what effect upon 
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the price should logically result from a 
change in the tariff? 

It will be assumed in the following dis- 
cussion that both the domestic and foreign 
industry are subject to free and active 
competition, and that such competition has 
reduced both the domestic and foreign 
prices to what may be called their normal 
level. Even where there is no actual mo- 
nopoly, something equivalent to a monopoly 
price may result when the supply cannot 
keep pace with the demand. Something 
like this must have been the situation in 
the case of the imported articles cited in the 
report to the Senate Committee on Finance 
and referred to above. Under free com- 
petition such enormous profits could not 
long persist. Competing importers would 
eventually bring down the American price 
to some approach to the foreign price. The 
imposition of a duty would prevent so great 
a reduction and hence ultimately would 
hold the cost to the consumer at a figure 
higher than it would have been had the 
duty not been imposed. 

To demonstrate the effect logically due 
to a change in the tariff, in the case of the 
class of articles discussed in this section, 
it is necessary to review briefly the process 
by which prices are fixed, irrespective of 
the tariff. Prices are said to be determined 
by the law of supply and demand. By the 
law of supply and demand is meant the 
principle that at a given instant of time a 
given market will absorb a certain quantity 
of a given commodity at a certain price. 
lf the price had been greater, the market 
would have absorbed less; if the price had 
been lower the market would have absorbed 
more. 

Under the law of supply and demand a 
monopolist may regulate the price through 
his control over supply. He may choose 
between selling a small quantity at a high 
price or a large quantity at a low price. 
He will presumably find by experiment 
what restriction of output yields him the 
greatest net return and stop at that figure. 

But if the article is subject to competi- 
tion, the supply, and hence the price, bears 
a relation to the cost of production. If all 
establishments produced at the same cost, 
this cost (assuming that in cost is included 
a normal competitive profit) would also 
be the normal price. For if at any time 
the market price were greater than the cost, 
more competitors would enter the field, 
increase the supply, and hence reduce the 
price. If the market price were less than 
the cost, the business would be unprofitable. 
Some of the competitors would retire, thus 
reducing the supply and increasing the 
price. The market price, therefore, while 
it might fluctuate, would tend to settle at 
a normal price which would equal the cost 
of production. 


Element of Varying Costs 


UCH would be the case if there were 


only one cost of production. But all 
industries from which extensive data have 
been secured show about as many dif- 
ferent costs of production as there are 
establishments. Here the relation between 
cost of production and supply is more 
complicated. Obviously, if the lowest cost 
establishments could or would increase 
their output indefinitely, their competition 
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would lower price, drive out their higher 
cost competitors, and finally so increase 
the supply that the price would settle to 
their own cost of production. They can- 
not, or at least do not, do this. The de- 
mand by consumers calls for more than 
they can produce. Competition among con- 
sumers, therefore, raises the price, thus 
permitting higher cost establishments to 
survive. Now, if the costs of all the es- 
tablishments be collected and arranged in 
order, there will be found one which is 
just low enough to permit the establish- 
ment producing at that cost to continue 
from year to year. It just “breaks even.” 
This producer may conveniently be called 
the “marginal producer” and his cost the 
“marginal cost.” Obviously, this cost and 
the normal price must be equal, and about 
this cost the market price will fluctuate. 
If all producers could foretell their own 
costs and the conditions under which they 
were to compete, the marginal cost would 
clearly be also the highest cost, for no 
one would undertake to operate a business 
at a certain loss. As it is, however, there 
is always a portion of the output produced 
at a cost higher than the marginal. This 
“extra-marginal fringe” of producers, how- 
ever, ordinarily contributes only a small 
part of the total supply. For the purposes 
of this discussion their existence may be 
forgotten and the marginal cost assumed 
to be the highest cost. 

Clearly the marginal cost is not a fixed 
quantity. It depends upon conditions of 
supply and demand. A strengthening of 
demand tends to raise the price and per- 
mit less effective producers to survive. 
That is, it raises the marginal cost. A 
weakening of demand has a reverse effect. 
Improvements in processes of production 
tend to lower costs for all producers, in- 
crease profits and stimulate production. 
The increased supply lowers the price, drives 
out the former marginal producers and 
hence establishes a new marginal cost at 
a lower level. From this it appears that 
while economic forces are always tending 
to keep marginal cost and price equal, it 
is quite as true to say that price deter- 
mines marginal cost as that marginal cost 
determines price. In truth, they are both 
determined by the conditions affecting de- 
mand, on the one hand, and the conditions 
affecting supply on the other. 


Changes in Duty and Demand 


RICE, therefore, is fixed by the condi- 

ditions of supply and demand. Hence, 
whatever effect a change in duty can have 
upon price, it must exercise through its 
effect upon supply and demand. Now, there 
is no reason why a change in duty should 
change the demand. Consumers have the 
same purchasing power and the same wants 
immediately after the passage of a tariff 
act as they had before. Nor does a change 
in duty necessarily bring about any im- 
mediate change in the supply. There is a 
certain stock of goods on hand derived 
from both domestic and foreign sources. A 
change in the tariff does not change this 
stock. Moreover, it takes producers some 
time to accommodate themselves to changed 
conditions. Especially is this true if the 
article in question is a product of the soil, 
where the producers stand committed to 
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a certain crop for the season. For that 
season substantially the same supply will 
be forthcoming from domestic sources as 
though the duty had not been changed. 
Foreign producers, also, stand committed 
to a fixed crop and, unless they can find 
some better market than the United States 
has become after the duty has been raised, 
they will export to the United States sub- 
stantially the same quantities as before. 
Hence, there may be no immediate effect 
upon price. For a time it may be true, as 
protectionists claim, that the foreigner pays 
the whole duty. 

But the increase in duty is an added cost 
to every foreign producer with respect to 
the American market. Hence, so long as 
the price in that market is unchanged, every 
foreign producer whose former cost was 
near the former marginal cost will be selling 
in that market at a loss, and ultimately will 
cease to compete. Imports will, therefore, 
diminish, thus diminishing the total supply 
in the American market. Hence the price 
will advance. At the advanced price it 
will become profitable for domestic pro- 
ducers whose former cost was higher than 
the former marginal cost to compete. Do- 
mestic production will increase, thus in- 
creasing the total supply and checking the 
rise in price. Eventually a new equilibrium 
will be brought about with a greater pro- 
portion of the supply derived from domestic 
sources and a smaller proportion of the 
supply derived from foreign sources. The 
elimination of the foreign high cost produ- 
cers will establish a new foreign marginal 
cost and price lower than the former mar- 
ginal cost and price. Hence, when the duty 
is added to the new foreign price, the 
resulting domestic, price will be found to 
be higher than the former domestic price, 
but not higher by the full amount of the 
increase in duty. 


Effect of a Two-Cent Increase 


OR example, suppose that before the 

change in duty the former marginal 
cost and price was 3 cents, the duty 1 cent, 
and the domestic price accordingly 4 cents. 
Suppose now that the duty is increased to 
2 cents. The increased duty will shut out 
some of the highest cost foreign producers 
from the American market. Only those 
who can produce at a less cost can afford 
to sell in that market. Hence the foreign 
marginal cost and price will be lowered, 
say, to 234 cents. Adding the new duty 
to this price, the American price will be- 
come 434 cents. That is, the American price 
has been increased % of a cent, an increase 
less than the increase in duty. 

It thus appears that, in the case of arti- 
cles produced at varying costs, when the 
duty is increased, the burden upon the 
American consumer is normally increased 
by an amount less than the increase in duty 
and that the remaining portion of this 
increase in duty is permanently borne by 
the foreigner. 

How much less than the duty is the bur- 
den borne by American consumers depends 
upon the responsiveness of supply and de- 
mand to changes in price. If in response 
to a slight percentage increase in price a 
relatively large percentage decrease in quan- 
tity will be taken, the demand is said to 
be elastic, and if in response to a slight 
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percentage increase in price a relatively 
large percentage increase in supply will 
be forthcoming, the supply likewise may 
he said to be elastic. Without going into 
the details of the demonstration, it may 
he said that the more elastic, the foreign 
supply and the more inelastic the domestic 
supply and demand, the greater will be the 
addition to price caused by a given increase 
in duty. On the other hand, the more 
inelastic the foreign supply and the more 
elastic the domestic supply and demand the 
less will be the addition to price caused by 
a given duty. 

Or, avoiding the use of technical terms, it 
may be said in a general way that when 
imports are derived from a vast reservoir 
of foreign supply, while the domestic 
sources are already so fully exploited that 
an increased output can be obtained only 
at a considerably increased cost, and when 
the demand is insistent, consumers taking 
nearly the same quantity whatever the 
price, then the domestic price will be in- 
creased by virtually the full amount of the 
increase in duty. 

On the other hand, if a large part of 
the foreign supply is produced at so high 
a cost as to be easily diverted from the 
\merican market by an additional burden, 
the foreign supply being at best restricted, 
and if the domestic output can be greatly 
increased at only a small increase in cost, 
while American consumers will quickly re- 
sort to substitutes, if the price rises, then 
the increase in price resulting from an in- 
crease in duty may be inappreciable. 


Duty but One of Many Changes 


C must be emphasized that in all the 
foregoing reasoning it is assumed that 


the change in duty is the only change. But 
this is never the case. The conditions of 
supply and demand are constantly being 
changed by growth of population, changes 
in taste and fashion, improvements in meth- 
ods, discoveries in the arts and sciences, 
changes in the purchasing power of money, 
husiness cycles, speculation, and temporary 
or permanent combinations among power- 
ful groups of buyers or sellers." As a change 
in price brought about by any or all of 
the above factors may easily exceed the 
change logically due to a change in the 
(1) The disposition of human beings to compete 
ind their disposition to combine are in the back- 
ground of all economic discussion. On the basis 
of either motive a theoretic price can be demon- 


x practice there is a good deal of “slack” in 
either case. Especially is this true of retail price. 
The element of individual —e plays an im- 
portant part. Dealers “mark up” ‘mark down” 

in accordance with their own judgment. Slight 
changes in wholesale price are sometimes absorbed 
by the retailers, or they may be pyramided, some- 
times enormously. Combination also plays an 
'mportant part in price fixing. Trades maintain 
‘associations” through which prices are fixed for 
the whole trade by ‘gentlemen’s agreement.’ 

Even custom still influences price. Certain articles 
hold their customary price year in and year out 
with apparently little reference to changing con- 
ditions of supply and demand. Finally, the prac- 
tice is general of fixing a price by adding a 
uniform percentage to the cost. When an article 
passes through many hands between the producer 
ind the final consumer, this practice accounts for 
the pyramiding observable in times of rising prices. 
In spite of the perturbing influence of all these 
factors, which confessedly are often paramount 
in determining the immediate price from day to 
day, it is still believed that free competition, act- 
ing through the law of supply and demand, con- 
stitutes for the great mass of commodities a per- 
manent and unremitting gravitational force which 
must be regarded as basic in any study of long- 
run price movements. 
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tariff a simple comparison of prices be- 
fore and after the passage of a tariff act is 
obviously valueless as a method of demon- 
strating the effect of the tariff. Even a 
comparison of index numbers of wholesale 
prices is unconvincing. A high index num- 
ber may be due to a lowering of the pur- 
chasing power of money, or it may be 
incident to the “prosperity” swing of the 
business cycle. Only by the use of re- 
fined statistical methods is it possible in 
some cases partially to eliminate the effects 
due to other factors and show a residual 
effect as due to the tariff. Such a study 
of sugar prices made in a recent publica- 
tion of the Institute of Economics (Sugar 
in Relation to the Tariff, Chapter VI) shows 
at least that price changes have been in no 
Wise inconsistent with the above reasoning. 

While, therefore, the foregoing analysis 
shows that it is impossible to predict just 
what change in price will actually follow 
a change in the tariff, it does show that 
the change in duty is one of many factors, 
some of which tend to raise the price and 
others to lower it. Its effect may be ob- 
scured, but it is not annihilated, by the 
other factors. If the duty is increased, the 
effect of this one factor alone is to raise 
the price, and if the duty is decreased, to 
lower the price. These tendencies, though 
they may be concealed, are still operative. 
Hence, it may be said with confidence that 
when the duty is increased, the price will 
be higher than it would have been had 
the duty not been increased, and when the 
duty is decreased, the price will be lower 
than it would have been had the duty not 
heen decreased.” 


General Revision Produces 
New Factors 


O far in this discussion it has been 

assumed that only a single article has 
been affected by the change in duty. In 
the case of a general revision of the tariff 
with changes in rate affecting nearly all 
the items in all the schedules, new factors 
come into prominence which may be neg- 
lected when only a single article is con- 
cerned. It is possible that the increase in 
price of the protected articles may be to 
some extent offset by a decrease in price 
of the non-protected articles. A plausible 
theoretic argument may be advanced that 
such should be the case. Indeed, since the 
general level of prices depends upon the 
relative quantities of money* and goods 
to be exchanged for one another, it is hard 
to see how a protective tariff can change 
the general level of prices at all, unless 
it can be shown that it affects one or 
both of these factors. 

Now the object of a protective tariff is 
to stimulate domestic production at the ex- 
pense of imports—at least, imports of goods 
which compete with domestic products. 
Under free trade, competition will in the 
long run direct industry in every country 
into the channels in which each country 
is most effective. From the products of 


(2) Exceptions to this statement have been noted 
previously in this article. 


(3) “Quantity of .money” is here assumed _ to 
include all forms of poe power, metallic 
and paper currency, and various forms of credit. 
It is also assumed to include what economists 
call the “rapidity of circulation.” 
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such industries each country will reserve 
enough to satisfy its own needs and will 
exchange the surplus for the products of 
other countries—the products in which each 
of the other countries is most effective. As 
a country pays for its imports with its 
exports, if a protective tariff cuts down 
imports, it must also cut down exports. 
The labor and capital thus set free from 
the exporting industries will normally be 
applied to producing at home the articles 
formerly imported. But the very fact that 
protection was required in these latter in- 
dustries proves that in them the country is 
less effective than it was in the exporting 
industries (except as noted heretofore). 
That is, labor and capital are diverted from 
more to less effective channels of pro- 
duction. This is equivalent to saying that 
with the same total amount of labor and 
capital at its disposal, a nation will produce 
a less quantity of goods. With the same 
quantity of money and a less quantity of 
goods there should be a general rise in 
prices. 

But though the quantity of goods is 
diminished, the population is not affected 
by the tariff. With the same quantity of 
money to be distributed among the same 
number of persons, average incomes are 
not affected. Therefore, since a protective 
tariff raises the general price level without 
raising the average income level, it raises 
the cost of living. The same result may 
be arrived at without introducing the money 
factor. A protective tariff means a less 
quantity of goods to distribute among the 
same number of people. Herein lies the 
fundamental economic argument against it. 


Basic Difference Between De- 
pression and Prosperity 


} i may be conceded that if the advance 
in rates takes place during a period of 
depression, it may act as a stimulus to in- 
dustry, especially if business men are in- 
doctrinated with the protective gospel. It 
may thus usher in the up-swing of a 
business cycle popularly called “prosper- 
ity.” The basic difference between a pe- 
riod of. depression and a period of pros- 
perity lies in the psychology of business 
men. Whatever restores confidence in the 
minds of this class of the community is 
likely to set the wheels of industry in mo- 
tion. If business men believe in protec- 
tion, the passage of a protective measure 
may be the needed shove to push them over 
the dead center. Moreover the general ad- 
vance in prices which, as has been shown, 
should normally follow an increase in 
tariff rates tends for a time to accelerate 
the up-swing of business activity. This 
may be conceded, but it is in no wise in- 
consistent with the basic principle that in 
the long run a protective policy is waste- 
ful of human effort. It may for a time 
stimulate men to greater effort, but the 
effort might have been more wisely directed. 


H. Wendell Prout has been elected Treasurer of 
the Home Savings Bank, Boston, Massachusetts, to 
fill the vacancy caused by the promotion of Cari 
M. Spencer to the position of President. Nelson 
J. Bowers and Lindley A. Bond were elected 
Assistant Treasurers and together with Robert 
F. Nutting, now holding that office, complete the 
official organization of the bank. 


Some of the Major Problems 


By JAMES E. CLARK 


Main Issues 


REDICTIONS are in order as to 

the nature of the principal issues 

in the coming Presidential campaign. 

Among them are currency, the tariff, 
the enforcement of law, etc. However, one 
party may elect a principal issue only to 
have it more or less obscured by the issues 
and the political strategy of another party. 
But along whatever lines the battle may 
be waged, the fact remains, that the 
banker, being fundamentally interested, has 
opportunity to extend during the coming 
campaign a better understanding of eco- 
nomics. He has the opportunity to use 
his knowledge and his influence to point 
out the existence, and the constant opera- 
tion of the overlaw of economics, by vir- 
tue of which business and trade operate 
and will continue to operate, despite all ef- 
forts to fix things otherwise by law. He can, 
if he will, help to save his people, his cus- 
tomers from those losses, sorrows and dis- 
appointments which always have and al- 
ways must follow political action which 
seeks to do things without reckoning with 
the natural laws of business—without tak- 
ing cognizance of the fact that in business, 
as in nature, there is an ebb and a flow, a 
self-correcting and compensating element 
which should not be ignored. If we fix some- 
thing here in defiance of economic law, there 
will be a maladjustment elsewhere which 
will give a new annoyance, perhaps graver 
than that which we had hoped to get rid of. 

And the irony of the matter is that those 
most enthusiastic for reforms in defiance 
of economic principles are pretty sure, when 
the uneconomic law jis in operation, to 
shape their commercial dealings, not in the 
support of the grand regulatory scheme, 
but in the line of true economics. 

If, perchance, we enacted a fiat money 
law, those who favored fiat money would, 
as depreciation set in, like the rest of the 
world, refuse to accept it at its face value. 
Their estimates would change from day 
to day, and by accepting the fiat money only 
at its real value, they would be obeying the 
natural economic law instead of sticking 
to the artificial standard which they had 
assisted in setting up. 

As knowledge and understanding of the 
real nature of currency and banking extend, 
agitation over these subjects and matters 
relating thereto must proportionally de- 
crease, for the reason that much of the 
disturbance is based not on the secure 
foundation of understanding—or even a de- 
sire for understanding—but on the false 
foundation of misunderstanding, misconcep- 
tion and the vain effort to make unchange- 
able facts and unchangeable principles con- 
form! 


National Illusions 


LLUSIONS are not confined to individ- 
uals. Sometimes a misconception is 
nation-wide, and people tell it to each other 


so often and with such fine effect that 
everyone believes it. One of the national 
illusions that the war cleared away was 
the “melting pot” notion, that all immi- 
grants upon arrival cast off their ancestral 
traits, beliefs and prejudices and in spirit 
become like the signers of the Declaration 
of Independence. 

For years there has been going the rounds 
the illusion that we are master economists, 
while the fact of the matter is that we might 
with equal propriety be classed as pro- 
digious wasters. True there are enough in- 
stances of ingenious use of waste products 
to make a volume under the title of “Wealth 
from Waste.’ There are innumerable in- 
stances of making into salable commodities 
that which otherwise might be a loss. The 
economies of the manufacturer are, however, 
no more wonderful than the economies of 
the farm kitchens of other generations. 

One outstanding difference is that the 
economies of the factory, being on a mam- 
moth scale, rise to a magnificent height 
both in operation and in profit, while the 
kitchen economies standing alone become 
contemptible in a world accustomed to doing 
things on a grand scale. 

But the conspicuous economies, whether 
in industry or in humanity, do not constitute 
the whole picture. If we consider the case 
fully, we shall dispel the illusion that we 
are master hands at economy. There is 
the waste of forest lands, appalling in its 
scope; the annual waste from fire, much 
of which is due to sheer carelessness; the 
waste of soil fertility; the waste of sus- 
tenance everywhere; the waste of effort in 
all walks of life due to ignorance even on 
the part of persons living in sight of 
schools, colleges, universities and libraries ; 
the waste of whole lifetimes in doing things 
which contribute nothing to the advance- 
ment of self or anyone else in the world. 
There is the waste of water powers, and, 
like them running idly away, there is the 
waste of millions of dollars annually in the 
effort to get rich quick through the purchase 
of worthless securities. And finally there 
is the waste of human life on our streets 
and highways. Last year 13,875 persons 
were killed in automobile accidents in the 
United States, a total which exceeds the 
number killed in some of the well-known 
battles of history. 

And this enumeration of our waste is not 
offered as « complete list, but only as a 
suggestive list. 

Even from a purely commercial point of 
view, all these things are the concern of 
the banker, since waste is a drain upon 
his community, a limitation upon his com- 
munity’s progress and a limitation on his 
own progress. 

From the humanitarian point of view 
such spectacular waste should do more than 
make an appeal to him to use his influence 
for its correction. 

Consideration of it might even command 
his action! 
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Be Thankful Also 


HAT have we 
thankful for? 
Those who have never been without a 
fire in winter or the certainty of getting 
beside one may not recall the fireplace, the 


in America to be 


register or the radiator as something to be 


thankful for. 

Those who have never known famine 
may not readily think of being grateful 
over an abundance of ordinary food. 

Those who have never experienced the 
loss of health may not at first recall that 
health is something to be thankful for every 
day and every hour, as well as on the day 
appointed for giving thanks. 

Those who never have lived in fear of 
governmental tyrants or of martial raids 
may not readily recall all that the word 
liberty means—or to picture what the loss 
of liberty might mean. 

Those who pity themselves because they 
are obliged to work may not readily recall 
that they should be thankful that they 
have work that they must do. 

The average American might, if he set 
himself down to do it, wear out a pencil 
listing the things for which he should re- 
turn thanks, and in the list he might prop- 
erly include Thanksgiving Day—the institu- 
tion as an index of the character of the 
Nation in which he lives, as an index of 
the great moral force which is a part of 
our lives—the background of our history, 
the guide of our present activities and our 
future endeavors. There is plenty of evi- 
dence out of which to frame a case for 
the decadence of morals, and the weakening 
of religious convictions, but it must always 
be recalled that it is the sense of outraged 
morality that helps to give to every in- 
fraction of law and every departure from 
the moral code its conspicuousness! 

We are to be thankful that these things 
are the exceptions; that the great current 
of life and of thought is undefiled—that 
back of and a part of all our activities is 
that profound moral force—be a man’s 
creed what it may—that built and guided 
this Nation. 

Such ills as we have are after all but 
comparative. There are abundant oppor- 
tunities for work and for enterprise—not 
stagnation; there is order and security, not 
anarchy; there is the friendship of the 
world—not its hatred—there is national 
health instead of pestilence, and there is 
freedom from such disasters as have stricken 
Japan. 

What is there to be thankful for? 

Most of all for hope and opportunity. 
Today is good, but tomorrow we can—if 
need be—begin a new life! Be thankful also 
and by this we can gauge ourselves—for 
the opportunity to help someone less for- 
tunate. 
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Information on Fake Investments 


By HUGH J. KENT 


F unctioning of the Better Business Bureau Idea Which 
Combats the Activities of Those Who Exchange Tricks for the 
Savings of the Credulous. Facts Available for Bankers and Their 


Customers. 


Y the functioning of the Better 
Business Bureau of New York and 
similar organizations in the larger 
cities of the United States, small 
investors are being educated away from 
the spurious and toward the sound and 
income-producing security. The organiza- 
tion, backed by reputable concerns, has 
brought an additional means of protection 
to investors and legitimate business from 
loss of cash and confidence caused by the 
activities of fake promoters and_ brokers. 

The New York Better Business Bureau, 
largest of more than forty such organiza- 
tions in various parts of the country, has 
functioned so well that’ several groups are 
coordinating, through the bureau, their ef- 
forts to protect the uninformed investor. 
Operating without profit to itself, the or- 
ganization has, during the eighteen months 
of its existence, functioned in the following 
ways: 

It has gathered facts about doubtful mer- 
chandising of all forms of securities. 

It has presented facts revealing abuses 
to the principals in conference or by letter 
and invited correction of wrongful practices, 
or 

It has made public the gathered facts for 
the protection of business and individuals. 

It has placed facts showing fraud before 
the District Attorney, the Attorney-General 
and other State or Federal authorities for 
such action as was necessary and possible. 

It has served as a helpful agency in the 
interpretation and readjustment of prac- 
tices in the merchandising of securities to 
the end that public confidence in invest- 
ment and finance has been conserved and 
increased and unfair competition reduced. 


Facts for the Public 


has made facts about questionable 
schemes available to newspapers and other 
publications for the protection of readers 
of their news and advertising columns. 

It has used such facts as a service to 
investors in the answering of individual in- 
quiries before investment. 

It has aided in constructive educational 
effort to inculcate the “Before You Invest, 
Investigate” habit, and has helped to spread 
a better understanding of the principles of 
sound investment. 

Especially has the bureau furnished in- 
formation to aid the Attorney-General of 
New York State in the enforcement of a 
law to prevent fraudulent securities prac- 
tices. Under this law, known as the Martin 
Act, the Attorney-General can enjoin an 
issuing company or a dealer from contin- 
uing wrongful acts. In numerous instances 


such procedure has halted the operations of 
pilfering firms. 

In one instance, the bureau found that 
a brokerage firm had posted to a woman 
investor a confirmation order of a certain 
date representing that it had sold for her 
account to other brokers 300 shares of Sears- 
Roebuck stock, eighty shares of New York 
Air Brake and 100 shares of California 
Packing Co. stock. Investigation developed 
that the transaction was fictitious, the order 
to sell having been given and then can- 
celled as soon as the confirmation was re- 
ceived. The confirmation, therefore, was 
in the hands of the “bucketing” brokers for 
use in satisfying their customers that they 
actually had executed an order in her be- 
half, 

One of the numerous swindling schemes 
reported to the public by the bureau is one 
known as “power of attorney” forgery. By 
this scheme the prospect is solicited to pur- 
chase an unknown security upon a represen- 
tation that it soon will be listed on one 
of the stock exchanges on a specified future 
date, and that the opening price will be 
much higher than the price at which the 
salesman offers it. 

The salesman ascertains by inquiry that 
the prospective investor owns some stand- 
ard stocks or bonds, whereupon he indi- 
cates that no cash will be required to com- 
plete the transaction if the owner will put 
up his seasoned securities as collateral. As- 
surance is given that after the alleged listing 
takes place the investor’s collateral will 
be returned to him with a handsome profit 
from his new stock sold at an advanced 
price. The safety of the securities to be 
used as collateral is vouched for by the 
salesman who emphasizes the fact that the 
client is not asked to endorse them and 
hence they cannot be negotiated. 

The investor’s good securities are taken 
as “collateral” without endorsement, and the 
salesman places them in a large blank en- 
velope and seals it in the presence of the 
purchaser, The salesman requests the in- 
vestor to sign his name in the lower right 
hand corner of the envelope, with the ex- 
planation that this is merely for “identifica- 
tion purposes.” 


Slits the Envelope 


yw ER leaving the purchaser, the sales- 
man slits the envelope along the top 
and sides, converting it into a single sheet 
of paper bearing the signature of the owner 
of the securities. Later a “power of at- 
torney” in legal form is typewritten above 
the signature, making it appear as an au- 
thentic legal instrument, to which is added 
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Help for Those Prudent Enough to Investigate. 


notarial acknowledgment. The securities are 
sold, and the transfer of the certificates is 
effected without the knowledge of the right- 
ful owner and without arousing suspicion 
when passing through legitimate hands. 

The bureau’s experience has shown that 
the telephone is the favorite medium of 
communication for the fly-by-night broker. 
He finds it much safer than use of the 
mails. Scores of free-lance stock sharpers, 
who do not have offices, call their prospects 
from public pay stations, usually give a 
fictitious name and claim to be affiliated with 
some well-known Wall Street house. To 
prove to his prospect that he actually is 
connected with the house he names, the 
telephone-swindler suggests to his intended 
victim that he give him a ring at this par- 
ticular house within half an hour. The 
“salesman” then goes to the customers’ room 
of the brokerage house and, approaching 
the telephone operator, informs her that 
he is Mr. Blank and expects a telephone 
call. In due course the call arrives and 
the operator puts the expectant salesman 
on the wire. After thereby fixing his high- 
grade connection in the mind of his intended 
victim, the “salesman” makes an excuse 
to cut the conversation short and later goes 
to a public booth to complete the deal, prom- 
ising big, quick profits. Usually he states 
that he will send his secretary or assistant 
to the house or office of his prospect with 
the certificates involved and to get the 
check required in paymen:. The check is 
cashed and the victim has only sad experi- 
ence for his profit. 

The sale of farm land divided into city 
lots and sold at enormous prices, on the 
strength of future industrial or other profit- 
making development, recently has been a 
sinkhole for millions of savings bank de- 
posits. In New York a number of high- 
pressure selling organizations have been 
disposing of unimproved lots at Muscle 
Shoals, Ala., on the strength of Henry 
Ford’s offer to take over the Government’s 
nitrate plant and power dam on the Ten- 
nessee River at that place. One victim, a 
house servant, was inveigled into drawing 
$990 out of her savings account and into 
paying $50 a month until she had completed 
a contract for two lots, 25 x 100 feet each, 
costing her a total of $3,960. 


Publicity an Effective Weapon 


T is losses like these that the Better 
Business Bureau seeks to prevent. By 
publicity it encourages people to make in- 
quiry before they obligate themselves to 
purchase. Much information is being dis- 
(Concluded on page 307) 


Penny Savings Society 


By SAMUEL MARSH 


Manager, Thrift Bureau, Northern Trust Company, Chicago 


CHICAGO bank is playing an im- 
portant role in a program to edu- 
cate the boys and girls of that 
city in the art of careful spend- 

ing. A plan has been set in operation 
that enlists the cooperation of Social Ser- 
vice and other educational institutions in 
furnishing a means by which the child 
can save through the deposit of any amounts 
from one cent upward. The theory upon 
which the bank proceeded was that the 
child is the logical one to begin with in 
encouraging thrift, and that the child will 
make frequent deposits only if he can do 
so with small amounts, as he seldom holds 
pennies, nickels and dimes in his pocket 
long enough to accumulate a dollar for a 
real bank account. 

It was this thought that brought into 
being the Penny Savings Society through 
which thousands of Chicago boys and girls 
are now saving money regularly, hundreds 
having already opened regular bank ac- 
counts. 

The Penny Savings Plan, inaugurated 
by The Northern Trust Co., is spreading 
over the city and is enlisting the coopera- 
tion of various social settlement centers in 
training boys and girls in the art of care- 
ful spending. It reaches out a little far- 
ther than the usual thrift plan. It strikes 
a little deeper. It gets at the child in a 
very friendly and easy manner. The plan 
proceeds on the theory that the average 
boy seldom accumulates dollars in his pocket 
by the plain exercise of his own will power, 
but that if his ounce of will power is 
supplemented by the friendly counsel of 
his teacher or club .director, and plan 
that enables him to place on deposit small 
amounts such as pennies, nickels, dimes, 
etc., he is very apt soon to have a bank 
account. Small amounts that were former- 
ly frittered away for candy and chewing 
gum each day now come into the Penny 
Savings Society and form the basis for 
real bank accounts for these boys and 
girls. 


Plan of Operation 


HE plan operates simply. A club de- 

siring to cooperate receives an oak cab- 
inet, which contains anywhere from 100 
to 1000 ledger cards, depending upon the 
number of possible depositors. These cards 
are filed numerically and indexed with 
colored celluloid guides. 

Cards ruled and numbered exactly the 
same, but of a different color, are also fur- 
nished the club and kept on hand, one to 
be given to each depositor when he opens 
an account in the society. This is called 
the pass card and is carried by the depositor 
in an envelope furnished for the purpose. 
When an account is opened, the name and 
address of the depositor are written alike 
on both the ledger and pass card, and 
the amount of the deposit is entered on 


both cards. The ledger card is then re- 
filed in its numerical order by the society 
treasurer and kept for ready reference when 
the child comes to make another deposit. 

The accumulated deposits of all the 
members in each center are held by the 
treasurer of that particular society in trust 
in a general savings account, and, when 
an individual depositor accumulates a dollar 
or more, this amount is transferred by the 
treasurer into a savings account in the name 
of the individual depositor. The child may 
continue to make small deposits, which are 
later transferred to his or her regular sav- 
ings account in the same manner. 

As evidence of the bank’s earnest desire 
to cooperate with every organization desir- 
ing to promote thrift among its members, 
the plan was specially adapted to meet 
the needs of the Boy Scout organization 
of Chicago. 

The maximum number of 
troop being thirty-two, a leather case for 
the ledger cards, snug enough to fit the 
scoutmaster’s coat pocket, was supplied in- 
stead of the oak cabinet ordinarily furnished 
to social centers. This modification insures 
that wherever the scouts may be, whether 
at the regular meeting place, or around the 
camp fire on a hiking expedition, the same 
opportunity will be present for the thrifty 
scout to make a deposit to his penny savings 
account. As a rule, every member of a 
troop that adopts this plan soon becomes 
the owner of a regular bank account. 

Progressive bankers are becoming more 
and more interested in the development of 
children’s accounts. The old idea that it 
takes a long time for a child’s account to 
be of value to a bank is passing away. 
Our school statistics show that a very large 
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percentage of school children do not go 
on to high school or college, but become 
wage earners shortly after leaving school; 
so the banker who gets a fourteen-year-old 
boy’s savings account today has a_ work- 
ingman’s account in five years from now, and 
likewise the fifteen or sixteen-year-old girl 
may be a housekeeper in the same length 
of time. 


Posters an Adjunct 


GOODLY proportion of the Penny 

Savings Society members show a keen 
interest in saving from the very start. Thrift 
posters are placed in these centers where 
the plan is operating, and these, together 
with the encouraging words of the society 
treasurer, tend to keep the accounts active. 

The accompanying chart illustrates the 
growth of one of these Penny Savings ac- 
counts in an eighteen-month period. There 
is a constant increase up to $60, then a 
withdrawal of $50, after which the account 
immediately starts to build up again. 
This touches upon a very interesting point. 
The children are urged to save for some 
definite object. For instance: The sug- 
gestion is held out to the boy that if 
he wants to get a bicycle or radio outfit, he 
can do so by saving his money in the Penny 
Savings Society. 

In the particular case shown here the 
account belonged to a girl of sixteen years, 
She saved consistently until her account 
reached $60, then she withdrew $50 of it 
and bought a violin. She said she had 
longed to take music lessons, but that her 
people had never felt able to provide them 
for her. By saving the money that or- 
dinarily she spent foolishly she was able 
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to start her musical education. Who will 
doubt that the seed of thrift that has been 
sown in this girl’s mind will make her 
4 better home manager when she is grown 
to womanhood? 

Looking at the plan from the standpoint 
oi the boys, a camp trip has been found to 
make a wonderful appeal as an objective 
towards which to work. Clubs, such as 
the Chicago Boys Club and the Hull House 
soys Club, report that, under the Penny 
Savings plan, a much larger percentage 
of the boys are now able to go camping 
in the summertime on money which they 
themselves have earned. 

When boys and girls are brought to see 
that a new violin or a bicycle or a camp 
trip or some other desirable thing can be 
had by saving, the matter of getting them 
to appreciate the greater values of thrift 
is simplified. 

Many parents, after learning that their 
children had established real bank accounts 
through this medium, occasionally have 
added to the accounts to encourage the 
children in the practice of thrift. In some 
centers even the parents have opened Penny 
Savings accounts. This is especially true 
in the foreign-population neighborhoods, 
where all the people have not yet learned 


Fake Investments 
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tributed with good effect to individual in- 
vestors, through banking institutions, in- 
dustrial firms interested in having their 
employees protected against the wiles of 
the securities sharper. 

The Better Business Bureau has issued 
a number of interesting pamphlets. Among 
them is a booklet, “Thirty-Three Ways,” 
describing methods of dishonest stock sales- 
men, which will be sent on request to in- 
vestors. 

With offices at 280 Broadway, New York 
City, the bureau is in constant touch with 
brokerage firms in Wall Street, among 
which are the financial backers of the insti- 
tution, Men prominent in the business af- 
fairs of the Nation are identified as direc- 
tors of the bureau. With H. J. Kenner, 
former chairman of the National Vigilance 
Committee of the Associated Advertising 
Clubs of the World, as president, the poli- 
cies of the organization are shaped by the 
following members of the advisory council: 
David F. Houston, president of the Bell 
lelephone Securities Co., chairman; R. T. 
HH. Halsey, Tefft, Halsey & Co.; Lewis E. 
Pierson, chairman of the board, Irving 
ank-Columbia Trust Co.; John J. Pulleyn, 
president, Emigrant Industrial Savings 
Bank; Gates W. McGarrah, chairman of 
the board, The Mechanics & Metals Na- 
tional Bank; John H. Puelicher, former 
president of the American Bankers Asso- 
ciation and president of the Marshall & 
lllsley Bank, Milwaukee, Wis.; George W. 
Hodges, Remick & Hodges Co.; Herbert 
5. Houston, publisher, Our World; James 
Gilbert White, president, James Gilbert 
White & Co., Inc.; William H. Barr, presi- 
dent, National Founders Association; H. D. 
Robbins, president, H. D, Robbins & Co.; 
Russell R. Whitman, publisher, New York 


JOURNAL OF 


No. 


Account of 


THE AMERICAN BANKERS ASSOCIATION 


Address 


The Penny Savings Society 
of 


Ree’d Withdrawn 


by 


to use our banks, but where they are in 
touch with the people who live in the nearby 
neighborhood center. In this way they 
gradually become acquainted with a bank. 

The Penny Savings Society is the germ 
of a thrift movement that in time may be- 
come nationwide. Why should not the 


Commercial; Julius H. Barnes, Barnes, 
Ames & Co., and A. C. Pearson, treasurer, 
United Publishers Corp. 

The program of the Better Business Bu- 
reau is not merely for the financial world; 
it looms big in its social importance and 
demands the careful consideration of all 
forward-looking business men. 

The work which lies ahead in helping the 
small investor by education hardly can be 
undertaken successfully by any class or 
section of business alone, nor is it a prob- 
lem which any one group should be left 
to solve. It is a task which must be planned 
and executed on a broad scale, and the 
operation of which must be made perma- 
nent, not sporadic, if it is to be done in 
effective fashion. 

The demands upon the facilities of the 
Better Business Bureau are increasing rap- 
idly, keeping step with the spread of knowl- 
edge and understanding of its activities. The 
bureau already has assembled a vast store 
of information concerning doubtful enter- 
prises. It is known as a militant organiza- 
tion which takes immediate action on facts 
gathered fairly and considered impartially. 
The national importance of this information 
and action is growing in significance since 
need and demand for practical protection 
of the small investor is so steadily increasing. 


Fifty-nine Years in Wheat 


66 ET us assume that the wheat grower 

was holding his grain after thresh- 
ing for a higher market. When should he 
let go to hit the top price?” asks Successful 
Farming. 

“Back in 1859 he should have held on until 
May, ’60. If he guessed right that year, 
he would have hit it the same month in ’61. 
But in ’62 the price declined from March, 
rallied, reached high in August and again 
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bankers all over the country take just as 
much interest in the promotion of thrift 
throughout the land as the chewing gum 
and candy manufacturers take in encourag- 
ing our young people to spend their money 
for things that contribute little, if anything, 
to the sum total of human happiness? 


in October, Prices hit on high in Febru- 
ary, March and also in December in ’63. 
When more than one month is quoted, the 
prices are the same. It was in July, ’64, that 
top was reached; January, ’65; October and 
November, ’66; May, ’67; May, ’68; August, 
July, ’°70; April, ’71; May, ’72 and ’73; 
April, ’74; August, ’75; December, ’76; 
May, ’77; April and May, ’78; December, 
‘79; January, ’80; October, ’81; April, ’82; 
May, ’83; February, 84; May, July and 
October, ’85; January and February, ’86; 
May, ’87; September, ’88; February, ’89; 
September and October, 1890. 

“Without giving a tedious list, let me 
sum up the fifty-nine years by months of 
highest wheat prices on the Chicago mar- 
kets. Every month in the year is honored 
sometime, but May has been the best guess; 
January topped the market seven times; 
lebruary, seven; March, two; April, eight; 
May, sixteen; June, three; July, four; 
August, four; September, four; October, 
seven; November, three; December, ten. 

“Tt is hard to sell on a rising market. To 
know just when to let go would make any- 
one rich. Men have been guessing at that 
since markets began. Economists have fig- 
ured that the one who holds his crop every 
year until the supposed high prices just 
before the next harvest will not get cost 
of carrying charges enough times to make 
it pay. And the figures just presented show 
how hard it is to guess just when the top 
price will be. And these top prices may 
be only a cent above a price some months 
previous. 

“Are these fluctuations in prices due to 
a manipulation of the market? They are 
not. The supply is not constant and cannot 
be made constant or steady, because demand 
is what induces supply to flow to market. 
And demand is not steady. Demand depends 
upon the sale of flour and export needs. 
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Foreign Policies of the Great 


British Banks 


By LELAND REX ROBINSON 


Contrasted Policies. Interlocking Directorates. Policy 
of Keeping Clear of “Foreign Entanglements.” 
Extension in Overseas Field May Have Been Reached. En- 
tered Primarily for the Accommodation of Domestic Clients. 


N the September number of the Jour- 

NAL, a brief description was given of 

the recent consolidation movement 

among British commercial banks, as 
a result of which no town of any size 
is now without the direct services of one 
or more among the five dominant institu- 
tions popularly known as the “Big Five.” 
As there described, the principal purpose 
of these amalgamations has been to meet 
the larger credit needs of British indus- 
tries. In broadening their clientele, the 
“Big Five” have found it both natural and 
necessary to offer their patrons a wide 
scope of foreign facilities, and it is of some 
interest to American bankers to study their 
present policies. 

Very little of the spectacular is to be 
found in the quietly expanding operations 
of great British banks. Nevertheless, each 
one is feeling its way under the pressure 
of immediate service for its clients, and 
a body of sound principles is being ham- 
mered out of current experience in the 
constant adaptation of tricd British agen- 
cies to post-war conditions. In this article 
a brief description will be attempted of 
the different policies pursued by leading 
banks in the United Kingdom, the present 
range of services offered, and the line of 
demarcation between the joint-stock banks 
and the London private bankers who con- 
tinue so strong a factor in foreign trade 
financing. 


Contrasted Policies 


O NE fact of great interest is the recent 
entire abandonment of any attempt 
to operate foreign branches. Direct par- 
ticipation in oversea banking and exchange 
business is only carried on by the “Big Five” 
banks through subsidiary banks organized 
to operate in one or more foreign coun- 
tries and owned outright by the parent insti- 
tution. The distinction is legal and admin- 
istrative, rather than economic or financial, 
but it brings up certain important consid- 
erations which are dealt with in the fol- 
lowing paragraphs. 

Moreover, not all of the “Big Five” fol- 
low the same policy in establishing foreign 
subsidiary banks. The greatest of them, 
the London Joint City and Midland, re- 
frains altogether from direct participation 
or interest in institutions operating over- 
seas. All of its foreign business—and this 
business is very extensive—is accomplished 
through overseas correspondents, Not even 


by the interlocking directorate device, which 
is so common in the United Kingdom, does 
the Midland Bank attempt to exert a direct 
control over the business of any associated 
foreign bank. 

On the other hand, the Westminster 
Bank (until a few months ago known as 
London County Westminster and Parr’s) 
owns all of the stock of London County 
Westminster and Parr’s Foreign Bank, 
which is active in France, Belgium and 
Spain. It holds stock in independent Brit- 
ish banks operating in oversea areas, and 
maintains an interest in the management 
and policy of still other institutions on 
whose boards of directors its chairman or 
deputy chairmen serve. Barclays Bank 
owns Barclays Bank (Overseas), with 
branches in France, Germany and Algeria. 
It has a majority stock holding in the Anglo- 
Egyptian Bank, and the Colonial Bank 
keeps in step through an interlocking di- 
rectorate arrangement. 

Lloyds Bank is associated with the Na- 
tional Provincial and Union in the joint 
control of Lloyds and National Provincial 
Foreign Bank, which carries on activities 
in Belgium, France, Germany and Switzer- 
land. Cox & Co. having recently been ac- 
quired by Lloyds, the branches of this ven- 
erable private banking firm in Egypt and 
India have virtually become arms of the 
greater bank. The London and River Plate 
Bank is practically owned outright by 
Lloyds, and considerable interests appear 
in certain British Colonial banks. The 
National Provincial and Union Bank also 
maintains extensive oversea connections. 

Perhaps there is no better way of show- 
ing at a glance the foreign interests of 
the “Big Five” than by the following sche- 
matic arrangement. Lists of foreign agency 
and correspondent banks are not given, as 
these are very numerous and can readily 
be found in standard reference books. 

The interlocking directorates cited below 
may or may not be of significance: 


A. Barclays Bank 


1. Barclays Bank (Overseas). 
Branches— 
France—Bordeaux, Boulogne, Cannes, Havre, 
Lyons, Marseilles, Mentone, Monte Carlo, 
Nice, Rouen. 
Germany—Cologne (for 
Army of Occupation.) 
Algeria—Algiers, Oran. 
Date of Organization, 1922, 
Capital—Subscribed, £1,000,000; 
£250,000. 


accommodation of 


paid-up, 


2. Affiliated banks operating outside the United 
Kingdom and Ireland in which Barclays has 
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Limit of Direct 


a controlling or important interest: 
Anglo-Egyptian—Date of organization, 1887; 
putee capital, £600,000; percentage held 
y Barclays Bank, 94 per cent; date of 
acquisition of interest, 1920, 


3. Interlocking directors in other important in- 
stitutions operating overseas: 

Through chairman or deputy chairman— 
Colonial Bank. 

Through other directors—Bank of New Zea- 
land (London committee); Banque d’Ath- 
enes; British Bank of South America; Brit- 
ish Trade Corporation; National Bank of 
South Africa. 


B. London Joint City and Midland Ban 


Interlocking directors in important institutions 
operating overseas: 

Through chairman or one of the deputy chair- 
men—None. 

Through other directors—Anglo-Egytian Bank; 
Bank of New Zealand (London board); 
Banque d’Athenes (London committee); 
British Trade Corporation; London and 
Brazilian Bank; Mercantile Bank of India; 
Standard Bank of South Africa. 


C. Lloyds Bank 


la. Lloyds and National Provincial Foreign Bank: 
Branches— 
Belgium—Brussels, Antwerp. 
France—Paris, Biarritz, Bordeaux, Cannes, 
Havre, Marseilles, Nice, Roubaix, Rouen, 
St. Jean de Luz. 
Germany—Cologne (for accommodation of 
Army of Occupation). 
Switzerland—Geneva, 
Date of organization, 1911. 
Capital—Subscribed, £1,200,000; 
£480,000. 
Percentage capital held by parent bank, 50 
per cent. 


1b. By taking over Cox & Co. the latter’s branches 
are acquired, viz: 

Egypt—Alexandria, Cairo. 

India—Bombay, Calcutta, Karachi, Murree, 
Rangoon, Rawal Pindi, Srinagar, also the 
Indian branches of King, King & Co. 
and King, Hamilton & Co., acquired by 
Cox & Co. when they took over the bank- 
a peat of Henry S. King & Co, in 

Date of organization, 1758. 

Capital, paid-up, £650,000. 

2. Affiliated banks operating outside the United 
Kingdom and Ireland in which Lloyds has a 
controlling or important interest: 

Bank of British West Africa—Date of or- 
ganization, 1894; paid-up capital, £1,200,- 
000; percentage held by Lioyds, 12% per 
cent. 

London and River Plate Bank—Date of or- 
ganization, 1862; paid-up capital £2,040,- 
000; percentage held by Lloyds, 99 per cent. 

National Bank of New Zealand—Date of or- 
ganization, 1872; paid-up capital £1,000,- 
000; percentage held by Lloyds, 12 per cent. 


3. Interlocking directors in other important insti- 
tutions operating overseas: 

Through the chairman or deputy chairman— 
Peninsular and Oriental Banking Corpora- 
tion; British Italian Corporation. 

Through other directors—Bank of Austral 
asia; National Bank of New Zealand; Na- 
tional Bank of South Africa; Standard 
Bank of South Africa; Union Bank of 
Canada (London committee). 


D. National Provincial and Union Bank 


1, Lloyds and National Foreign Bank: 
Branches, etc. (See under C.) 
Percentage held by parent bank, 50 per cent. 


(Continued on page 330) 


paid-up, 


~ 
~ 


Holiday Impressions of 


“Darkened” England 


By CARL SNYDER 


Unusual Crowds with Plenty of Money. The Retail 
Stores Are Prosperous. Evidences of Earnings. Comparison of 


Prices. Unemployment Problem Still Serious. 
English Exports. 


Million Persons Receive Government Doles. 


N a month’s traveling about in North 

Wales, Scotland and England, ‘I be- 

lieve I have never, in many years’ 

acquaintance with holiday conditions 
there, seen greater crowds, nor greater 
spending, nor more difficulties in obtain- 
ing hotel and other accommodations. And 
the evidence seems to be that this is 
fairly general and that many undertak- 
ings are making larger profits than even 
in the height of the boom of 1920. 

Of course, it would be absurd to sug- 
gest by this that there is not, in many of 
her chief lines of industry, very serious de- 
pression in England, and that this occasions 
heavy unemployment and presents a prob- 
lem of grave concern to the Government 
and to her business men. 

But exactly as in our own country it is as- 
sumed that, because certain types of in- 
dustry are depressed, the whole industrial 
and commercial activity of the nation is 
correspondingly in decline. 

First of all, as to the holiday crowds; 
as early experience was at Liandudno, a 
popular seaside resort in North Wales, 
where we thought to try one of the numer- 
ous char-a-bancs which ply everywhere, in 
every direction apparently, in England nowa- 
days. But even early in the morning I 
tried eight different companies, operating 
perhaps twenty or twenty-five large char-a- 
bancs, each carrying from sixteen to twenty- 
six passengers, and there was not a seat 
to be had in a single coach. And this was 
just an ordinary day. 

The next day at the little village of 
Bettws-y-Coed, quite in the heart of the 
Welsh country, I took a walk in the morn- 
ing, and in the course of three-quarters 
of an hour on a country road I counted 
twenty large char-a-bancs go by, loaded to 
the last seat and. carrying not less than 
, total of 500 passengers—on an ordinary 
ay. 


Fares Not Cheap 


F these char-a-banc lines there are 
now hundreds in England; scarce a 
fair-sized county town is without one or 


more lines. You can go all over the coun- 
try and up into Scotland without setting 
foot on a railway, if you like this mode 
of locomotion. Nor need it be imagined 
that the fares are cheap. On the contrary, 
they seemed to me fairly dear. There were 
few fares for a day’s run under $3 to $5 
a seat, and sometimes more, And the main 


body of the passengers were not American 
tourists. They were English, and they 
had plenty of money to spend. 

What we saw in Wales we saw also in 
the lovely Lake Country and up in Scotland 
and all the way down. Nor were the rail- 
way carriages deserted. Quite the con- 
trary. Most of the trains went well loaded. 

Even in London in the last week of 
August, when “everybody” is away on va- 
cation who can get away, and the deluge 
of American tourists has passed on (there 
has been, by the way, a marked falling 
off this year) we still find the hotels and 
restaurants fairly full, the more expensive 
types very full, and everywhere the evidence 
of the same heavy spending. Conservative 
English folks cannot make it out; they 
shake their heads over it all and wonder 
where all the money can come from. 

Nor is this all merely on the surface, or 
so to speak just “jazz stuff.” For example: 

In the morning paper I read that White- 
leys Stores have distributed an extra interim 
dividend of 4 per cent and will earn fully 
as much as last year, which was 16 per 
cent regular, as against 10 per cent in the 
boom year of 1920 (also in 1921) and 4 
per cent extra, 20 per cent in all, on their 
share capital. These great stores correspond 
a good deal to our department stores, and 
their business is a very reliable barometer 
of London retail trade. 


Prosperous Retail Trade 


of prosperous retail trade are 
general, and apparently this is in no wise 
confined to London or to England. In 
Edinburgh we found the shops full of 
customers and loaded with beautiful goods, 
at not very low prices. In general, I should 
say that even in Edinburgh, the traditional 
home of thrift, retail prices average 
about double or more that of the pre-war 
level. For a golf suit I paid seven guineas 
that certainly would not have cost me over 
four guineas before the great inflation. 
Ordinary business suits at the best tailors 
were quoted at from ten guineas to fifteen 
guineas or more, which again is about 
double the pre-war base. These prices are 
not the index of a profound “depression.” 

Confirming the evidence as to retail con- 
ditions in England I would add the follow- 
ing: One evening, walking up Oxford 
Street in London, I came out facing a large 
sign which read: 
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More Than a 


The second section of the new build- 
ing of 
SELFRIDGE’S STORES 


Will be completed December 1. This 
will add another three acres to our 
floor space. 


The interesting thing about this is that 
the first section of the new building was 
begun in the boom of 1919 and cost, I be- 
lieve, nearly as much as the original build- 
ing. The second section was begun last 
spring, in the face of the supposed general 
“depression” then prevailing. 

With the completion of the third section, 
including the large rotunda, Selfridge’s will 
be one of the largest stores in Europe. 
I can remember the rather serious time it 
had getting started some seventeen years 
ago. Then it seemed very far out of the 
Regent Street shopping district. Now almost 
the whole of the intervening space has been 
filled up with large stores, and on an or- 
dinary midweek afternoon at the beginning 
of September, which is the height of the 
holiday season, when everybody who has 
the price is supposed to be out of town, 
it was almost impossible to make any head- 
way along the sidewalks; hundreds of people 
were walking in the streets. This, again, 
did not look like very serious hard times. 

This impression is deepened as you go 
down toward Regent Street and see that 
two of the largest Paris retail stores, the 
“Gallaries Lafayette’ and the “Louvre,” 
have recently opened palatial branches in 
London, presumably, I suppose, to take 
advantage of the great depression. To 
meet this «competition almost all of the 
large stores like Peter Robinson’s, Jay’s, 
Liberty’s and the like have been putting 
up superb new buildings which have simply 
transformed Regent Street, to the great 
dismay of the lovers of old London, who 
liked the sort of thing it used to be. 

It is true that a part of the tremendous 
building in Regent Street is due to the 
falling in of the Crown leases and the 
fact that the old buildings virtually had 
to be reconstructed. And it is also true 
that all of the large companies and cor- 
porations of England have been urged and 
encouraged by the Government and by busi- 
ness organizations to push ahead with all 
possible improvements and construction, in 
order to relieve unemployment, But even 
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at that I think one may see more new con- 
struction in the last three years in London 
than in at least the twelve or fifteen years 
preceding. This can scarcely be due merely 
to the end of Crown leases or to Govern- 
ment propaganda. 


Unemployment Doles 


LL this is not saying that trade condi- 

tions are yet satisfactory, nor that the 
unemployment problem is not still serious. 
But it is serious in more than just the ob- 
vious way. More than a million persons 
are still receiving Government doles. But 
this does not mean that there is no demand 
for workers, for there is the clearest evi- 
dence that the demand is fair. The fact 
seems to be that there is a considerable 
sub-stratum of the English population that 
apparently would sooner live at the dead- 
line of subsistence than do any regular work. 
And it is the effect of these doles on this 
type of the population that is a matter of 
very serious concern to the thoughtful people 
of England. 

Furthermore, they had while I was there 
such a fantastic situation as this: The dock 
workers went on a big strike and a consid- 
erable number of them promptly went on 
the dole-receiving list. In other words, 
Government emergency aid was being em- 
ployed to help win a large strike. The irony 
of this was sufficient to arouse a violent 
protest. 

One cannot escape the feeling that one 
reason for the present depression in England, 
such as exists, is precisely what Simon 
Newcomb declared to be the universal cause 
of all hard times, and that was the high 
level of prices and wages. The index num- 
bers of prices at wholesale give little clue 
to the level of retail prices, which are, I 
believe, as high if not higher, relatively, 
than the scale of retail prices in this country. 

To take a very common example, I have 
for years, up to the summer of 1913, for an 
ordinary business suit, paid in London six 
or seven guineas, which was a rather high 
price as London clothes go. Two years 
ago, for identically the same thing at the 
same firm, a very reliable house and not 
gougers, I paid sixteen guineas. This year, 
in spite of the great decline in wholesale 
prices and supposedly in wages, and cer- 
tainly in the price of cloth, I paid fourteen 
guineas. 

And I believe that this would pretty 
fairly represent the general run as far as 
I could gauge it from various purchases. 
One might say that the average of retail 
prices was just about double pre-war, and 
that the decline in retail prices from the 
top notch reached in 1920 does not much 
exceed 20 per cent. This is a very differ- 
ent story from that shown by the index 
of prices at wholesale, and illustrates what 
I believe to be the fundamental difficulty 
with trade everywhere, in England and this 
country and elsewhere, namely, the high 
cost of doing business and the high level 
of wages. These same London tailors told 
me that, in spite of the depression, it was 
very hard to get first class tailors in Lon- 
don, and very hard to do anything with 
those they could get, and the quality of 
work not overly satisfactory. 


UCH is the endless story, as it seems to 
me, of the effect of printing money and 
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bocsting the general level of prices, wages 
and costs, and creating thereby an atmos- 
phere of artificial prosperity, extravagance 
and spending. 

To take one salient instance: In the 
many years I have known England I am 
sure that I have never seen as much cham- 
pagne drunk as I saw almost everywhere 
on this trip. It made no difference whether 
it was a smart little hotel in the heart of 
Wales, or up in Scotland, or in and about 
London: and the stuff is not cheap—there, 
again, just about double pre-war levels. 
This is not confined to tourists and Ameri- 
cans. The big restaurant of the Savoy 
Hotel was crowded every night till closing 
time. And the same was true of the popular 
restaurants like the big “Trocadero” in 
Piccadilly Circus; and the curious thing 
was that there was substantially no differ- 
ence in the numbers of people in these 
two restaurants who were drinking cham- 
pagne. 

When we turn to the other side of the 
question, the curtailment of manufacturing 
and in foreign trade, we have a situation 
that gives the bankers and business men 
over there a great deal of uneasiness. Al- 
though the retail trade of London since 
1914 has plainly undergone its normal or 
even more than normal increase, evident 
from the steady expansion in the size of 
the stores everywhere, England’s foreign 
trade, as nearly as it can be measured from 
the disturbing factors of price changes, is 
not much above and in many ways below 
the 1913 level. England, for example, is 
taking scarce a half of her pre-war quan- 
tities of American cotton, and this year 
less than last. 

\ll this hurts: and its continuance so 
long is arousing great antagonism in many 
quarters to the determined policy of the 
“die-hards,” as they are called over there, 
to restore sterling to its former gold parity, 
regardless of consequences. This opposi- 
tion includes many representative bankers, 
like Mr. McKenna, and, still more actively, a 
new economic group under the leadership of 
Maynard Keynes, which has recently ob- 
tained control of The Nation, and is mak- 
ing of it a very vigorous and _ brilliantly 
written journal. Mr. Keynes himself has 
been very outspoken in his criticism of the 
raising of the bank rate to 4 per cent. 


Want a “Managed” Currency 


FURTHER interesting thing is that this 

group also heads a tendency toward 
opposing any return to the gold standard 
in,England at all. They believe that the 
mint should be closed to gold, and gold 
employed by the banks solely for the pur- 
pose of international exchange, just as has 
been true practically for the last eight 
years. 

They hold that it is far easier to main- 
tain economic stability and general condi- 
tions of good trade, full employment and 
general well-being through a “managed cur- 
rency,” the amount of which should be de- 
termined by index numbers, than was usually 
possible under the gold standard. They 
believe with Mr. McKenna that a large part 
of the depression and unemployment in Eu- 
rope in the last two years and more has 
been due to what they term “a. ruinous 
policy of deflation,” which has had a very 
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serious effect upon trade, and, of course 
enormously increased the war-born burden 
of taxation. Nor does the ethical aspect 
of attempting to valorize in gold seven )il- 
lions sterling of war debt, subscribed and 
paid for under a paper money regime, wher 
the general level of prices and incomes 
was between two and three times the pri 
war level, escape severe criticism as an un- 
warranted subsidy to bondholders, 

Perhaps the most interesting thing about 
all this is that the defenders of the detla 
tionary policy largely pin their hopes for 
its success upon a further heavy intlation 
in the United States, which would have, 
of course, the effect of a corresponding 
depreciation in the value of gold, and, there- 
fore, if the effects of this could be largely 
avoided in England, would automatically 
bring sterling back nominally to par: not, 
indeed, to its old-time pre-war purchasing 
power, but simply to its nominal value in 
gold. 

It was remarkable to see how very closely 
English bankers and financial writers scan 
conditions in the United States and the 
prospects for such inflation; and how well 
informed they are upon the probable effects 
of a low bank rate here, the possible passage 
of the soldier bonus and similar factors. 


English Exports to Europe 
OW as to the “chaos” in Europe. First 
of all you read everywhere in England, 
as in America, that this deep depression 
in England is due to the utter prostration 
of trade in Europe, i.e., on the Continent. 
But the Cambridge Statistical Service has 
been making a careful analysis of recent 
English exports and finds that the propor- 
tions of these exports going to the Continent 
are slightly higher than the pre-war propor- 
tions, whilst those to India, South Africa, 
Australia and America are, if anything, a 
shade lower. In other words, very little 
change. And that is precisely what investi- 
gation discloses almost everywhere. 

It is very clear from all the available 
evidence that there is no prostration in 
France, but on the contrary a rather high 
level of business activity. Everywhere the 
same reports of housing shortage, which 
rarely at any time, in any country, ever 
represented anything else than an excess of 
available spending power and unusually high 
general incomes. 

And much of the same thing thas been, 
until recently, true in Germany. A part 
of the implacable attitude of France toward 
Germany is due to the amount of building 
activity there, and the apparent prosperity 
which everyone of their observers finds in 
that country. There is very little doubt 
that, just as I found it two years ago, these 
reports of great prosperity in Germany are 
absurdly exaggerated, but not more exag- 
gerated than the equally absurd reports of 
utter prostration and ruin. 


Busy Industries 


S to the rest of Europe, either in the 
north or in the central part or in the 
south, I could learn of nothing more than 
a fair degree of normal industrial life. 
Unquestionably production is still some- 
what below pre-war levels in many lines. 
But when a Krupp factory can turn a 
(Continued on page 339) 
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Domestic Market Opportunities 


By BENJAMIN M. ANDERSON, JR., PH.D. 


Economist of the Chase National Bank, New York 


Concentration Upon the Domestic Market Improves the 
Condition of Agriculturists Over Those Whose Specialization 
Makes Them in Part Dependent Upon International Markets 
for Farm Products. The Advice to Increase Activity in Dairying. 


MERICAN agriculture, as a whole, 
appears to be more immediately 
dependent upon European de- 
mand than most other American 

interests, although copper and certain other 
raw material interests are also very directly 
and immediately affected. 

Where American agriculture is able to 
concentrate upon the domestic market, 
however, its position is much better than 
where it is obliged to rely largely upon 
the international markets. Farmers in 
manufacturing states, producing vegetables, 
fruits, poultry, eggs, and dairy products for 
nearby cities, are in most cases doing well. 
In general, to the extent that the American 
farmer is able to concentrate upon his 
domestic markets, his position is very much 
better than where he is largely dependent 
upon the international markets. The 
American dairy interest in particular 
seems to have emancipated itself very large- 
ly from the foreign markets. Our excess 
of exports over imports of dairy products 
dwindled to the trifling amount of less than 
$4,000,000 in 1922, but dairying is so little 
dependent upon foreign demand, and the 
power of the American people to consume 
dairy products is so great, that American 
dairying remains, on the whole, a prosperous 
industry despite the demoralization abroad. 

Moreover, there appears to be ample op- 
portunity for further consumption of dairy 
products in the United States. The De- 
partment of Agriculture states that the 
annual per capita consumption of whole 
milk in the United States has been about 
forty-three gallons as compared with about 
sixty-nine gallons in Sweden, sixty-eight 
in Denmark, and sixty-seven in Switzer- 
land. The per capita consumption of cheese 
in the United States has been a little under 
four pounds as compared with twenty-six 
pounds in Switzerland, thirteen pounds in 
Holland, and about twelve pounds in Den- 
mark, 


Increased Consumption 


HE comparison of consumption of milk 

and milk products in the United States 
and in other countries must not be taken 
to mean that we can expect to consume as 
much per capita as the other countries. 
To do so would mean that our people would 
have to dispense with certain other items 
of food which they may prefer, and which 
the greater per capita income of the United 
States makes it possible for them to obtain. 
The discrepancies are great enough, how- 
ever, to justify the belief that even moder- 
ate price recessions in dairy products would 


uncover a very potential demand in the 
United States and that there is, therefore, 
no reason to fear that a reasonable further 
increase in dairy production would break 
prices much. 

The advice to American farmers to turn 
from the international markets to the do- 
mestic markets and, in particular, to increase 
their activity in dairying, poultry raising, 
fresh vegetables, and similar things, is 
sound advice within limits. It is especially 
sound for farmers living close to great 
centers of population. The most serious 
difficulty that stands in the way of it is 
the labor shortage in the United States, 
growing out of our immigration policy. 
Unable to get accustomed increases in the 
labor supply from Europe, our factories 
have been drawing in labor from the farms, 
leading to an acute shortage of farm labor 
in many regions and leading to very high 
wages for farm labor. Dairying requires 
more labor than many other forms of agri- 
culture, and it is probable that the most 
serious limitation upon the expansion of 
the dairying industry is to be found in the 
labor situation. 

To determine the comparative importance 
of dairying and other forms of agriculture 
is not easy. Our agricultural statistics 
have not been presented in a form that 
makes direct comparison of the importance 
of dairying and livestock, on the one hand, 
with crop production, on the other hand, 
possible. Both the Department of Agri- 
culture and the Bureau of Census give us 
figures of “gross values” of farm products, 
with subdivisions for the different crops 
and some subdivisions for animals and ani- 
mal products. Tor this discussion, I am 
using the figures of the Bureau of Census. 
They are not, of course, such recent figures 
as are the figures of the Department of 
Agriculture, and the best I can do is to take 
the years 1909 and 1919, whereas the De- 
partment of Agriculture figures are much 
more nearly current. The Census figures, 
however, supply more detail for the purpose 
in hand than do the Department of Agri- 
culture figures. 


Gross Values of Farm Products in 1909 
and 1919 


(Bureau of Census figures) 
(In Millions of Dollars) 


Kind of Product Value 1909 Value 1919 

Dairy Products $ 1,481 

Chickens and Eggs 1,047 

Other Livestock Products.... 138 
Domestic Animals or 
Slaughtered on Farms..... 3,511 
2,074 
3,508 
855 


Hay and Forage (Excluding 
corn cut for forage) 

Cotton and Cotton Seed.... 

Rye 

Potatoes, Irish 

Potatoes, Sweet 

Tobacco 

Other Crops 

Forest, Nursery and Green- 
house Products 

Total Farm Products 


Students will note that the gross values 
given for 1919 by the Bureau of the Cen- 
sus, $21,426,000,000, are less by about $2,- 
000,000,000 than the figures given for the 
same year by the Department of Agricul- 
ture, whose figures for a series of years 
follow: 


Gross Value of Farm Products - 
(In millions of dollars) 


Total 
Gross Value 
$9,895 
22,480 
23,787 
18,328 
12,402 
14,310 


Animals and 


Crops Animal Products 


$6,112 
14,331 
15,423 
10,909 
6,934 
8,961 


Students of the dairy industry will also 
note that the figure of $1,481,000,000 for 
dairy products given by the Bureau of th 
Census for 1919 is about a billion dollars 
less than the figure for the total value o1 
all dairy production which the Department 
of Agriculture has given us for the year 
1921 at a time when dairy prices were 
lower. The Department of Agriculture 
figure for 1921 is roughly $2,400,000,000. 
T am not able, with confidence, to relate this 
figure to the totals in the table of the De- 
partment of Agriculture given above. I 
can give no confident explanation of the 
discrepancy between the figures of the De- 
partment of Agriculture and the Census 
figures. My guess is that this discrepancy 
is due to the fact that the figures given in 
the Bureau of the Census table include only 
farm products, and not the products of 
dairies, and that there are some other omis- 
sions such, for example, as the milk, butter. 
etc., consumed by farmers themselves and 
the milk fed to animals on farms, partic- 
ularly pigs and calves. 


A Statistical Fallacy 


I CALL very special attention to the use 


of the phrase “gross values” (as dis- 
tinguished from “net values”) by both the 
Bureau of the Census and the Department 
of Agriculture in connection with these 
figures. This bears very definitely, for ex- 
ample, on current estimates that wheat is 
only 6 per cent of American farm produc- 
tion. A very gross statistical fallacy is in- 


826 2,316 

825 2,395 

20 117 

166 639 

35 125 

104 444 

651 2,162 

251 492 

8,494 21,426 

Year 

1914.... $3,783 
8,149 
8,364 
1920.... 7,419 
1921 5,468 
5,349 
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volved if we compare, or if we add to- 
gether, the value of livestock and the value 
of crops, or compare the dairy products and 
the value of crops. The value of dairy prod- 
ucts and the value of livestock include a 
very large part of the value of crops, since 
so much of the crops is fed to livestock and 
dairy animals. The proper comparison would 
use only the value added to the crops em- 
ployed in feeding—raw material—by live- 
stock production or dairy production. This 
would give us a net figure for livestock 
production or dairy production, but such 
a figure it is impossible to get. 

Our Government statisticians have not 
been guilty of this fallacy. Thus the 
Bureau of the Census says explicitly, 
“There are many difficulties which stand in 
the way of obtaining a figure which will 
represent even approximately the net value 
of all farm products. ... The gross value 
of farm products corresponds approximate- 
ly to the gross value of products for a 
manufacturing industry, while the net value 
of farm products, if it could be obtained, 
would correspond to the ‘value added by 
manufacture’ which is shown in the reports 
of the census of manufactures. . . For 
many purposes the gross value of farm 
products forms a very satisfactory index 
of the progress of agriculture or of the 
relative importance of the agricultural in- 
dustry in different areas.” 

The figure for gross value of farm 
production, in other words, has certain sig- 
nificance as an index of change from year 
to year, and has certain significance as an 
index of the importance of agriculture in 
different parts of the country. It is not, 
however, significant of the actual cash re- 
turns to American agriculture, without 
great modification. It is, moreover, mis- 
leading in the extreme when these figures 
are used simply and directly to determine 
the relative importance of different kinds 
of agricultural production. 


Wheat 6 Per Cent or 9.7 
Per. Cent 


O* the basis of gross value figures for 
1922, it has been estimated that wheat 
constitutes only 6 per cent of American 
farm production. The corresponding fig- 
ures, based on the Census figures above, 
would show that wheat was about 7.8 per 
cent of agricultural production in 1909 and 
about 9.7 per cent in 1919. When the dairy 
figures in our tables are compared with 
wheat, they look very substantial indeed, 
smaller both in 1909 and 1919, but none the 
less in the same general class. When it is 
remembered, however, that the dairy values 
include bran and other by-products of 
wheat fed to the dairy animals and that 


Trust Company Resources 


EARLY fourteen and one-half billions 
of dollars is the total of resources 
held by the trust companies of the country, 
according to “Trust Companies of the 
United States,” just published by the United 
States Mortgage & Trust Co. of New York. 
Institutions reporting numbered 2478, as 
compared with 2372 a year ago. 
The actual figures for the year ending 
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Membership Dues 


Under the By-Laws, dues are 
payable in advance on September 
1 and the Constitution provides 
that non-payment of dues within 
three months after they are due 
(November 30) shall result in 
forfeiture of membership. <A 
very large percentage of the 
members have paid their dues, 
but those who through oversight 
or other causes have failed to 
remit are urged to do so prompt- 
ly, and thus avoid unnecessary 
correspondence and delay in com- 
pleting collections. Such coopera- 
tion will be appreciated. 

certificate-draft covering 
membership dues was forwarded 
to all members on September 1 
together with an insert for the 
membership sign. On the re- 
verse side of the certificate-draft 
the schedule of dues was printed, 
but if the certificate has been 
misplaced, members are referred 
to the schedule of dues on page 
113 of the August, 1923, issue 
of the JouRNAL. 

Seventy per cent of all bank- 
ing institutions are members of 
The American Bankers Associa- 
tion and this is the best evidence 
that membership is valued. 

Remittances should be for- 
warded in New York funds 
direct to the American Exchange 
National Bank, New York, mak- 
ing checks payable to the order 
of that institution. 


they include a great deal of hay, corn, for- 
age, etc., fed to the dairy animals, it is clear 
that we are dealing with duplications, and 
that much finer comparisons are needed 
before we reach a definite conclusion. 
Eighty-five per cent of the corn is fed 
to livestock, 75 per cent of the oats, 70 
per cent of barley, and 100 per cent of hay 
and forage. Cotton seed meal is fed to 
livestock. Substantial amounts of potatoes 
and fruits are fed to hogs. A good deal 
of milk is fed to animals, and in certain 
tables will appear both in the value of the 
milk production and again in the value 
of the animals fed. Poultry likewise makes 


June 30, last, are $14,441,460,650, as com- 
pared with $12,739,620,733, in 1922, repre- 
senting a gain of $1,701,839,917. Deposits 
climbed from $10,470,475,000 to $11,828,983,- 
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drafts on various crops. These agricul- 
tural figures are thus shot through with 
duplications, and great fallacies are in- 
volved when direct comparisons are made 
among them in many cases. 

Since the able statisticians of the Depart- 
ment of Agriculture and of the Bureau of 
the Census have felt themselves unable to 
give us satisfactory figures of net values of 
farm products and have been obliged to 
content themselves with giving us (with 
proper cautions) the figures only for gross 
values, I shall certainly not attempt to 
work out net values. I shall content my- 
self with concluding that wheat is very 
much more important than the 6 per cent 
figure of 1922 or the 9.7 per cent figure 
for 1919 would indicate. In general, these 
figures exaggerate the importance of live- 
stock, poultry, dairying, etc., as compared 
with crops. 


Sources of Cash 


HEAT, although less in value than 

corn, is very much more important 
in its own form as a source of cash to the 
farmer than corn in its own form is, be- 
cause virtually all the wheat is sold, while 
85 per cent of the corn is fed to livestock. 
The price of corn, in other words, is much 
less important to the grower of corn than 
are the prices of hogs, cattle, and other 
things which he produces with the corn, 
including milk. 

From the standpoint of American agri- 
culture, the great sources of cash are wheat, 
cotton, livestock and dairying. Dairying 
is important, very important. The gross 
value of dairy products in agriculture is 
very large, and is a source of current cash. 
The net values, eliminating the values of 
the crops consumed in dairying, are much 
smaller, but are still very large and im- 
portant. 

There is one further caution in connec- 
tion with these agricultural figures. They 
are value figures, not quantity figures. Ob- 
viously, a sharp drop in the value of any 
given product, as wheat, would reduce the 
percentage importance to be attached to 
wheat. It is very curious reasoning which 
would accept conclusions of this kind, 
however. If the price of wheat today were 
33 1-3 cents instead of a dollar per bushel, 
the statistical methods I have been criticiz- 
ing would show that wheat was of very 
little importance indeed, amounting to only 
about 2 per cent of our farm production, 
and the conclusions from this would be that 
we need not bother at all about the price 
of wheat! I am not willing to purchase 
optimism regarding the agricultural sit- 
uation by means of such statistical devices. 


000. California and Ohio for the first time 
report trust company assets in excess of 
a billion dollars each, The figures for the 
five leading States are as follows: 


1922 
$3,556,356,518 


Pennsylvania 
Illinois 


Gain 
$374,983,930 
268,852,869 
127,426,629 
321,063,676 
163,183,712 


1923 
$3,931,340,448 
1,832,326,397 
1,390,964,012 
1,200,895,428 
1,133,962,485 
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Opinions of the General Counsel 


By THOMAS B. PATON 


Validity of Note to Foreign 
Corporation 


HE sale of machines by a manu- 

facturing corporation in New York 

to a resident of Alabama is a trans- 

action of interstate commerce, free 
from the control of the State law requiring 
a foreign corporation to obtain a permit 
to do business in the State and making void 
all contracts in violation of the statute; 
hence a note taken in payment of such ma- 
chines is not void, but is enforceable either 
by the payee or by a bank which has dis- 
counted same for the payee. 

From New York:—A corporation named “A” 
manufacturing goods in the State of New York, 
incorporated under the laws of Delaware, sold 
some machines in the State of Alabama, the ma- 
chines being sold to Mr. “B,” “A” taking his 


notes, together with a contract for the unpaid 
balance. 


The notes taken by “A” were discounted by this 
bank in due course for value, but the attorneys in 
Alabama claim that they are not good in the hands 
of a third party, which is the above mentioned 
bank, and are subject to the same defenses as the 
company which sold the machines. They refer to 
Section 3653 of the 1907 Code of Alabama stating 
that no foreign corporations shall transact business 
in Alabama without first procuring a license and 
permit, and that contracts with a corporation not 
thus licensed are null and void, and it has been 
held by the Supreme Court of Alabama that notes 
are void under the above statute, even in the hands 
of an innocent holder. 


We are very anxious to have your opinion re- 
garding this matter, as it strikes us that a bank 
taking customers’ notes payable in Alabama should 
not have to inquire as to whether the concern dis- 
counting the notes has secured a permit to do busi- 
ness in Alabama, nor should the bank be subject to 
all defenses to which the customer would be sub- 
ject. 


The Supreme Court of Alabama has held 
in a number of cases that a negotiable note 
issuing out of and resting upon a contract 
declared to be absolutely void by statute 
cannot be enforced, even by a bona fide pur- 
chaser for value before maturity. 

In the case of Jones v. Martin, 74 So. 
(Ala.) 761, it was held that the sale of 
its corporate stock by a foreign corpora- 
tion, made in Alabama by an agent of 
the corporation for the corporation, was 
engaging in or transacting business in the 
State, and that a note given in considera- 
tion of such sale when, at the time, the 
corporation had not procured the statutory 
permit, was absolutely void and could not 
be enforced even by an innocent purchaser 
for value before maturity. The court said 
“under the uniform holding of the Supreme 
Court of this State, a negotizble note issu- 
ing out of and resting on a contract thus 
expressly declared to be absolutely void, 
cannot be enforced even by a bona fide pur- 
chaser for value without notice.” The 
court cites a number of earlier decisions in 
the State to the same effect, The above 
case was decided under Section 3653 of 
the Code of 1907, referred to in your let- 
ter. A more recent decision to the same 
effect is Whitehead v. Coker, 76 So. (Ala.) 
484, holding that the innocent purchaser be- 
fore maturity of a note given to an unli- 
censed physician could not recover of the 
maker, in view of the statute prohibiting 
the unlicensed practice of medicine and de- 


claring contracts made in violation of such 
statute void. 

If the transaction outlined in your letter, 
in which the note was taken, is to be held 
a transaction of business by a foreign cor- 
poration in Alabama without a permit, then 
neither the payee nor your bank as holder 
in due course would have any enforceable 
rights. 

But I am inclined to think, after an ex- 
amination of the Alabama cases, that the 
sale of machines to a resident of Alabama 
by a manufacturing corporation located in 
New York, and the taking of the pur- 
chaser’s notes therefor, would not be a doing 
of business in the State in violation of its 
statutes, but would be a transaction of 
interstate commerce over which the State 
has no control. If so, such transaction 
would not be in violation of the Alabama 
statutes, and the note would be enforceable 
either by the payee or, where discounted 
by your bank, by the latter. 

In Citizens National Bank v. Bucheit, 71 
So. (Ala.) 82, the court said: 


“It is manifest that it is not the purpose of these 
statutes to interfere with transactions of strictly 
interstate commerce (Code 1907, Sec. 3650), and 
they must be so enforced as not to unreasonably 
burden such commerce, or the right of foreign cor- 
porations to invoke the power and authority of the 
courts to recover the fruits thereof. The expres- 
sion found in some of our cases, to the effect that 
such corporations cannot sue in the courts of this 
State without qualifying under the Constitution 
and statutes, is too broad in its scope. Such a 
rule, if strictly enforced, would result in imposing 
unreasonable restraint on acts of interstate com- 
eevee. ae Remedy Co. v. F. M. Cope, 235 


This case is practically on all fours with 
the transaction stated by you. The president 
of the Lipps Bottle-Washer Co., a Tennes- 
see corporation, personally went into Ala- 
bama and, acting as agent of his corpora- 
tion, solicited and received an order from 
one Bucheit for a washing machine, which 
was forwarded to the Tennessee corpora- 
tion. The machine was shipped two months 
later from Tennessee to Bucheit in Alabama, 
and the president of the corporation helped 
in setting it up, and after its operation was 
demonstrated, notes were given, payable to 
the Tennessee corporation, delivered to its 
president in Alabama. These notes were 
sued upon by a Tennessee bank, to which 
they had been transferred for value. The 
court said: 


“If, in fact, the machine was ordered through 
the agent of the corporation, and the order was 
taken in advance and sent in to the home office 
of the corporation in Chattanooga, Tenn., and 
there accepted by the corporation, and the machine 
was built in Chattanooga and shipped to Alabama 
and delivered to the defendant in pursuance of a 
contract thus made, it was an interstate transac- 
tion; and the mere execution of the notes and their 
delivery to Downs in Alabama did not embody the 
exercise of a corporate function by the payee of 
the notes, and would not change the conclusion. 
Beard v. Union & American Publishing Co., 71 
Ala. 60. Neither would the fact that Downs, on 
his own account, agreed to assemble and install the 
machine. This point was taken by the demurrer, 
and it should have been sustained. Scharfenburg 
v. Town of New Decatur, 155 Ala. 651, 47 South. 
95; Kershaw v. McKown, 68 South. 559: Sioux 
Remedy Co. v. F. M. Cope, supra. * * * We are 
led to the conclusion that to hold, on the facts 
disclosed by the record in this case, that the payee 
corporation was doing business in Alabama in vio- 
lation of the Constitution and statutes, would be 
applying them so as to constitute an unreasonable 
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burden in restraint of interstate commerce. Sioux 


Remedy Co. v. F. M. Cope, supra.” 

Certain expressions of the court in this 
case to the effect that the fact that a con- 
tract was in violation of the statute would 
be no defense to the enforcement of a note 
based thereon, when in the hands of an 
innocent purchaser, were afterward char- 
acterized as unsound by the Supreme Court 
in the later case of Jones v. Martin, supra, 
and the case was modified to this extent; 
but the main rule still stands that the tak- 
ing of an order for goods by an agent of 
a foreign corporation not located in Ala- 
bama, but traveling therein, which is trans- 
mitted to the home office and the goods 
thereafter shipped to the purchaser, who 
gives his note therefor in Alabama, to the 
agent of the foreign corporation, is a trans- 
action of interstate commerce and beyond 
the control of the State law. This, as I 
understand, is your case. 

In the later case of Puffer Mfg. Co. v. 
Kelly, 73 So. (Ala.) 403, a foreign corpora- 
tion in Massachusetts sued to recover the 
price of a soda fountain sold and shipped 
from its factory in Boston to the defendant 
at Montgomery, Ala. The defense was non- 
compliance with the foreign corporation 
statutes. The court said: 

“It is, of course, conceded that the mere sale 
and delivery of the soda fountain would have been 
interstate commerce, and not subject to local laws. 
The contract, however, provides that the vendor 
shall ‘install free, no plumbing or electrical work 
included,’ and, further, that the seller will take in 
exchange an old soda fountain and appurtenances 
in use by the vendee at Montgomery. 

“The decisive question, therefore, is whether 
these provisions, or either of them, contemplate and 
embrace, in their reasonable performance, the 
transaction of local business in Alabama as dis- 
tinguished from an act of commerce between two 

“The question under consideration has been, in 
various forms, a frequent subject of decision in the 
American courts, and the consensus of judicial 
opinion is that the mere installation of machinery 
or other apparatus, including the assembly of its 
completed and adjusted parts, and its erection in 
its place for use, is but an incident of the sale, and 
is not, in that connection, an act of local business, 
if the sale and delivery is itself an act of inter- 
state commerce. * * * . 

“We are of the opinion, also, that the subsidiary 
stipulation that plaintiff should take defendant’s old 
fountain in exchange in abatement of the purchase 
price in no wise affects the result. Conceding that 
the contract required plaintiff to take possession of 
the old fountain in ontgomery, and pack and 
transport it to Massachusetts, nevertheless this was 
also a mere incident to an act of interstate com- 
merce, and not a separable act of local business. 
Moreover, the exchange of the old fountain was 
but a mode of payment in part, the performance of 
which was not essential to the completion of the 


main transaction, and the enforcement of which is 
not involved in this suit.” 


In Tyson v. Jennings Produce Co., 77 So. 
(Ala.) 986, a foreign corporation wired 
a factor located in Alabama asking him 
to sell potatoes and later shipped him pota- 
toes which were sold. In a suit against 
the factor in Alabama, the rule, declared by 
a majority of the Supreme Court, was that 
the factor was not an agent through whom 
the foreign corporation was doing business 
in the State within the meaning of the Con- 
stitution and statutes, but that the transac- 
tion was governed by the laws relative to 
interstate commerce. The court said: 


“The decisions of the courts are not in entire 
accord upon this question, but it has been gen- 
erally held that, where a foreign corporation places 
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its product in the hands of local merchants in the 
domestic State, to be sold on commission, the 
foreign corporation is not doing business in the 
domestic State.” 


A dissenting minority argued that the evi- 
dence showed a consignment only and not 
a sale of potatoes to the factor who was 
the agent of the foreign corporation; that 
the acts of the agent were the acts of the 
principal, and that the services rendered by 
the agent were not so connected with the 
subject sold as to make them a portion of 
interstate commerce, but that the foreign 
corporation was doing business in the State 
through its agent. 

In Covey Cotton Oil Co. v. Bank of Fort 
Gaines, 74 So. (Ala.) 87, the court, in 
holding that the execution of a mortgage 
in Alabama to a foreign corporation to se- 
cure a debt contracted in the domicile of 
the corporation was not a doing business 
in the State, said: 


“In the recent case of Citizens’ National Bank v. 
Bucheit, 71 South. 82, we had occasion to consider 
this question and there held that the fact that a 
note was executed and delivered to an agent of a 
foreign corporation for an indebtedness contracted 
in Tennessee was not doing business by the cor- 
poration in this State in violation of the statutes. 
This case has recently been reviewed by the Su- 
preme Court and affirmed. And in the more recent 
case of Puffer Mfg. Co. v. Kelly, 73 South. 403, 
present term, the Supreme Court holds that when 
an act, though done in this State, is a mere inci- 
dent to the transaction of interstate commerce, it 
is not a violation of the statutes.” 

Quite a full reference has been made to 
the more recent Alabama cases in an en- 
deavor to point out the distinction, recog- 
nized by the Alabama courts, between the 
doing of intrastate business by a foreign 
corporation in Alabama, which is subject 
to the regulatory laws and penalties and 
transactions of interstate commerce between 
foreign corporations and residents of Ala- 
bama, which are not subject to such laws. 
In the light of these decisions, I think the 
sale of machines by the foreign corpora- 
tion to a resident of Alabama and the tak- 
ing of his notes therefor would be held 
a transaction of interstate commerce and 
not a doing business in the State; hence the 
notes would not be void under the Ala- 
bama statute because the foreign corpora- 
tion had no permit, but would be enforce- 
able. 


Wrongful Protest of Check 


A> check payable to B for $98.25 was 
deposited and credit given for that 
amount, but the bank erroneously listed the 
check for collection at $98.28, and after 
passing through intermediate banks, pay- 
ment was demanded of that amount, tender 
of the correct amount refused and_ the 
check was protested. A telegram from the 
drawer to the payee resulted. Question 
arises as to responsibility for the cost of 
protest and telegram. Opinion:—The check 
was wrongly protested and the bank author- 
izing or directing the protest is responsible 
for the cost thereof. The sending of tele- 
gram by drawer to payee was not le- 
gally necessary, and the cost should prob- 
ably be borne by the drawer. But as a 
wrongful protest gives the drawer a right 
of action for damages for injury to his 
credit, which, however, is not asserted in 
this case, and as the effect of the telegram 
was to restore the drawer’s credit with the 
payee, it would seem that the expense of 
such telegram as well as the protest fee 
should be borne by the bank which caused 


or directed the wrongful protest. Whether 
the bank committing the initial error of 
instructing the collection of a wrong amount, 
or the local bank making the subsequent 
error of wrongful protest, is responsible for 
the protest fees depends upon whether the 
local bank caused the protest on its own 
initiative: or pursuant to instruction of the 
initial bank. 


From Florida:—There was recently presented to 
us for payment by the X National Bank of_ this 
city a check drawn on us for $98.25 by one of our 
depositors, which they included in their clearings 
as $98.28 and on which appeared lead pencil figures 
for this amount which were written by someone 
other than the drawer and presumably by someone 
connected with one of the banks which handled 
the check, it having been indorsed by the X Na- 
tional Bank, the Federal Reserve Bank of Jackson- 
ville, Florida, the Y Bank of St. Louis, Mo., and 
also by the payee. We returned the check to the 
X National Bank and advised them that we could 
pay on it only the correct amount of $98.25, which 
was expressed plainly enough in both figures and 
the body of the check, a check writer having been 
used to express the amount in the body of the 
check, but they felt that they could not accept this 
amount for the reason that the check was received 
by them from the Federal Reserve Bank as $98.28; 
and they then protested the check and returned it 
to the Federal Reserve Bank. A notice of the 
protest was sent to the drawer of the check, who 
communicated with us and, at his request, we sent 
a telegram to the payee, requesting the check to be 
sent direct to us for collection. We are advised 
by the Federal Reserve Bank that the item was re- 
ceived by them from the Y Bank in St. Louis as 
$98.28: and, upon taking the matter up with the 
Y Bank, we are advised that while they received 
the check for deposit from the payee as $98.25, 
they listed it in their letter to the Federal Reserve 
Rank, through error, as $98.28, but will not admit 
that thev were responsible for the lead pencil fig- 
ures, $98.28, appearing on the check, and have re- 
fused to reimburse the drawer for the protest fee 
and the cost of the telegram sent to the payee by 
ourselves. The other banks which handled the 
check also refuse to admit responsibility for the 
lead pencil figures appearing on it, and it seems 
that the drawer will have to bear the burden of the 
expense incident to the protesting of the check and 
the sending of the telegram to the payee, request- 
ing the return of the check, although he was not 
responsible in any way for the lead pencil figures 
appearing on the check for the incorrect amount. 

The amount involved is not, of course, large, but 
it appears to us as though an injustice is being 
done our customer in making him pay the protest 
fee and the cost of the telegram. Cases similar to 
this may confront us in the future, and we should 
like you to advise us whether there is not any way 
in which the drawer can be relieved of this burden, 
and if so, upon whom should it properly fall? 


In the case presented, a check drawn on 
your bank for $98.25 was received from the 
payee by a St. Louis bank on deposit for that 
amount. But by error of the St. Louis bank 
it was listed for collection at $98.28 and for- 
warded as a demand for such incorrect 
amount through the branch of the Federal 
Reserve Bank of Jacksonville and a national 
bank of your city which, demanding payment 
of the incorrect amount and refusing to re- 
ceive a tender for the correct amount of 
$98.25, protested the check. 


So far as responsibility for the protest 
fees is concerned, there was no dishonor of 
this check which authorized a protest. The 
check was drawn for $98.25 and payment 
of that amount was tendered by the drawee. 
The protest was, therefore, wrongful and 
the bank which authorized or directed that 
such protest be made would be the one re- 
sponsible for the amount.- Neither the 
drawer nor the drawee is responsible there- 
for. 


I do not understand that the notation in 
lead pencil of the figures $98.28, made by 
one of the collecting banks, was anything 
more than a marginal memorandum which 
in no way changed the terms or altered 
the check. Even were the case one where 
the figures had been altered from $98.25 
to $98.28, protest would not have been 
justified because refusal to pay an altered 
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check is not a dishonor which justifies pro- 
test. 

As to the responsibility for expense of the 
telegram sent by the drawee to the payee 
requesting return of the check, direct to the 
drawee for collecting, this was forwarded 
at the request of the drawer. Strictly speak- 
ing, it was a voluntary act, not legally neces- 
sary, as his check had not been dishonored 
and, therefore, from a legal standpoint, the 
cost should probably be borne by him. 

At the same time, it must be borne in 
mind that where a check is wrongfully pro- 
tested, it forms the basis for an action for 
damages by the drawer for injury to his 
credit. It does not appear that the drawer 
is making any such demand for damages, 
but is simply asking that he be reimbursed 
for the expense of his telegram, in addition 
to the protest fees. The effect of the tele- 
gram was to restore the drawer’s credit 
with the payee. Under the circumstances, it 
would appear that reimbursement of this 
telegraphic expense by the bank which 
caused or directed the wrongful protest 
to be made, which bank, in any event, is 
responsible for the protest fee, would be 
desirable in its interest in view of its pos- 
sible liability to the drawer upon other 
grounds. 

In this case the initial error was that of 
the St. Louis bank in instructing the col- 
lection of a wrong amount. A _ subsequent 
error was that of the local collecting bank 
in causing the check to be protested when 
the amount called for by the check was ten- 
dered, but the incorrect amount demanded 
was refused. Whether the one or the other 
is responsible for the protest fees depends 
upon whether the local bank caused protest 
to be made on its own initiative or in pur- 
suance of instructions from the St. Louis 
bank. 


Payment of Stopped Check 


A MADE his check to B, which was de- 
posited in bank, transmitted to an- 
other bank and by the latter forwarded 
to the drawee which gave credit and sub- 
sequently remitted therefor. Seventeen days 
later the drawee cancelled the credit and 
returned the check, advising that payment 
had been stopped. The collecting bank again 
forwarded the check to the drawee, which 
refused to honor it. Opinion:—Payment 
of the check to a bona fide holder was 
a finality and not recoverable by the drawee, 
irrespective of whether it received the no- 
tice not to pay before or after such pay- 
ment, and it remains liable to the collect- 
ing bank therefor. The amount is charge- 
able by the drawee to its customer, unless 
it paid the check by mistake after receiving 
the stop payment order. 

From West Virginia:—On the 19th day of June, 
last, we received from one of our correspondents, 
P bank of M., W. Va., in the regular course ot 
business, check issued by the X Gas Company, 
drawn on the T bank of S., W. Va., to the order 
of one R., the amount of the check being five 
hundred dollars. On the same day the check was 
received, this bank forwarded same direct to the T 
bank, who acknowledged receipt of same under 
date of June 21, advising that same had been 
placed to our credit, and on June 25, the amount 
of the check was remitted to this bank. 

On July 21 the T bank returned the check to 
us, charging same to our account, with the nota- 
tion written across the face of the check, “Pay- 
ment stopped,’ notwithstanding the fact that_the 
check was stamped, ‘‘Paid June 21, 1923.” Upon 
receipt of the check, we returned it to our cor- 
respondent, the P bank, who declined to receive 
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Trust Fund Remittances 


THOMAS B. PATON, General Counsel 


MONG the opinions of Generai 
Counsel, published in the JouRNAL 
for August, 1923 (page 85), is 
one, headed as_ follows: 

“A bank remitting funds to the New York 
banking house of K. N. & K., for the specific 
purpose of having same applied towards pay- 
ment of a draft drawn on Switzerland, which 
draft is not paid because of failure of K. N. & 
K. before its presentation, is not an ordinary 
creditor but the money remitted is a trust fund 
recoverable in full from the receiver.” 

And in the body of the opinion it is 
stated: 

“The courts quite generally hold that where 
money is received by a bank for a specific pur- 
pose and not as a general deposit subject to 
check and such money is not applied to the 
purpose intended but is mingled by the bank 
with its own money, the bank is not a debtor 
but its relation is fiduciary and where the bank 
fails, the money can be recovered by the de- 
positor from the receiver so long as it can be 
traced into the bank’s vaults and a sum equal 
to it is shown to have continuously remained 
there from the time the money was received by 
it until the receiver took possession.” 


The receiver of Knauth, Nachod & 
Kuhne and his attorney, without prejudice 
to the right to oppose any claim that funds 
remitted under the circumstances referred 
to became trust funds, have pointed out that 
the head-note of the published opinion is 
misleading in that it does not effectively 
summarize the condition attached in the 
body of the opinion to the right of recovery 
in full, namely, the necessity of tracing the 
money into the bank’s vaults and showing 
that a sum equal to it has continuously re- 
mained there from the time of receipt until 
the time the receiver took possession. We 
are glad to accept this criticism; the head- 
note should have had added thereto the con- 
dition stated. They furthermore disagree 
with the body of the opinion, for conceding 
it might be applicable to the case of a single 
remittance for a special purpose, they con- 
tend it is not applicable to the case of thou- 
sands of remittances, even though they be 
trust funds, where the problem of tracing and 
identifying is more complicated and difficult, 
and they ask a further published expression 
of opinion of the General Counsel dealing 
with the problem. We are pleased to com- 
ply with this request and will first publish 
in full the communicataion from the re- 
ceiver and his attorney. 


Attitude of K., N. & K. Receiver 


“MIDDLETON S: BORLAND, Receiver 
“KNAUTH, NACHOD & KUHNE. 


“New York, Sept. 20, 1923. 


“Thomas B.. Paton, Esq., Attorney for the 
American Bankers Association, 110 
East Forty-second Street, N. Y. C. 


“My dear Mr. Paton: 


“On page 85 of the August, 1923, number of 
the JouRNAL oF THE AMERICAN BANKERS ASSOCIA- 
TION we find an_opinion of yours headed ‘Remit- 
tance to Cover Draft,’ which opinion has to do 
with the legal consequences of the remittance of 
funds to Knauth, Nachod & Kuhne in payment of 
a draft drawn by the remitter upon a foreign cor- 
respondent of Knauth, Nachod & Kuhne. We 
have received many letters from clients of Knauth, 
Nachod & Kuhne, banks and individuals, who have 


seen your article and who quote to us the head- 
note thereof to the effect that a remitter in the 
above circumstances ‘is not an ordinary creditor 
but the money remitted is a trust fund recoverable 
in full from the receiver.’ 

“We are wrifing this letter to you to suggest 
that the wording of your head-note is, perhaps un- 
fortunate, not only because, in our opinion, the 
rule announced is without support in law, but also 
because it does not effectively summarize your own 
detailed opinion which follows it. We have been 
attempting to point out to various correspondents 
our own opinion of the law on the subject. But 
we felt that because of the constant reference to 
your opinion, it might be more efficient to have 
you, yourself, correct any wrongful impressions 
received from your opinion, by printing a comment 
thereon in your next issue if you are, in any meas- 
ure, convinced by the legal argument which we 
submit below. 

“In the second paragraph of the body of your 
opinion, after stating the facts as to the mingling 
of trust moneys in a general bank account, you 
state that the Courts have held that ‘the money 
can be recovered by the depositor from the Re- 
ceiver so long as it can be traced into the bank’s 
vaults and a sum equal to it is shown to have 
continuously remained there from the time the 
money Was received by it until the Receiver took 
possession’ (citing cases). You will notice that in 
your head-note above referred to, you have made 
no mention of the necessity for tracing the funds 
into the Receiver’s possession, and your readers, 
who most likely have not the time to read the en- 
tire opinion, but simply glance at the head-note, 
have jumped to the conclusion that the mere re- 
mittance of their funds for a special purpose en- 
titles them to the immediate repayment of the 
amount sent from the Receiver. They do not seem 
to be aware of even the single condition which you 
have attached to their right to recover, to wit: 
the determination of the existence of a bank bal- 
ance on the date of the appointment of the Re- 
ceiver as large as, or in excess of, the remittances 
made by them. We feel confident that you will 
agree with us on at least this point, that is, that 
because of the fact that this condition to recover 
was not stated in your headnote, a comment of 
some kind should be made by you in your next 
number. 

“Going further, however, we find ourselves un- 
able to agree with even the body of your opinion 
quoted above, and for which you cite cases, for the 
following reasons: 

“In a case where one remittance for a special 
purpose has been mingled with the Receiver’s gen- 
eral bank account, the sole problem is correctly 
stated by you to be whether or not, between the 
time of the receipt of the funds and the time of 
the tracing proceeding, the Receiver’s bank balance 
has continuously been in excess of the amount 
remitted and deposited. But in the present cir- 
cumstances, where there are thousands of Knauth, 
Nachod & Kuhne drafts and money orders out- 
standing, for which remittances had been made 
prior to the receivership and deposited by Knauth, 
Nachod & Kuhne in the ordinary course of their 
business, the problem becomes more complicated. 
Were the sole question in each case the compara- 
tive size of Knauth, Nachod & Kuhne’s bank ac- 
count with each individual remittance, of course, 
repayment would have to be made by the Receiver 
in the overwhelming majoritv of cases. If that 
rule were followed out, and the Receiver in Bank- 
ruptcy began to make repayments to remitters in 
the order of their demand, it might very well he 
the fact that although the bank balances were in 
excess of any single remittance, those balances 
were not as large as the total amount of remit- 
tances made for which drafts were still outstanding 
and unpaid. The problem thus becomes a very 
complicated one for the reason that not only must 
the total amount of all priority and trust claims 
of every nature be determined before the possi- 
bility of the Receiver’s repaying remitters can he 
known, but a very detailed schedule must be drawn 
showing the bank balances of Knauth, Nachod & 
Kuhne daily for months, or perhaps years, hefore 
the receivership, and a counter-schedule of the 
amount of trust and priority claims outstanding on 
each corresponding day. 

“In no other way that we know of could it he 
determined whether or not the bank balances at 
any specific time had been reduced to an amount 
less than the total amount of priority or trust 
claims at that time outstanding. If we are correct 
in this conclusion, before any repayment can be 
made by the Receiver in Bankruptcy with safety, 
an omnibus proceeding would have to be started 
giving all creditors notice to file claims for priority 
within a certain time, and barring all persons from 
filing such claims after the time set. The Re- 
ceiver would then be supplied with a list of all 
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possible priority claims of this trust nature, and 
it could then be determined, with the aid of the 
alleged bankrupt’s books, whether or not such pri- 
ority claimants were all to be paid in full, all to 
receive a pro-rata share of their claims because of 
the reduction of the bank balances below the total 
amount of their claims, or perhaps some _ receive 
their total claims because of the fact that the bank 
balances, since their individual remittances, had 
remained in excess of their claims, and some re- 
ceive no Pe of their claim (in priority form) 
because of the fact that, since their individual 
remittances, the bank balances had been depleted. 

“We wish particularly to avoid the effect of a 
criticism resulting from this letter. We understand 
fully that sitting down to write a legal opinion on 
an abstract statement of fact, away from an office 
in which the problems themselves are arising, can- 
not have the best results. With the experience of 
the hundreds of inquiries, and of the constant con- 
tact with the Foreign Exchange problems in the 
administration of this estate, we have ventured to 
present to you the additional problems which un- 
doubtedly had not been laid before you by your 
inquirer, and with which there is no reason that 
you should have been familiar. 

“We shall be pleased to receive either an expres- 
sion of your opinion in the light of facts stated in 
this letter, or a request for additional data which 
you might deem necessary to form such an opinion. 


“Very truly yours, 
(Signed) “Muppteton S. 
eceiver. 
“James N. ROSENBERG, 
“Attorney for the Receiver. 


“Note—The above is entirely without prejudice 
to the rights of the Receiver to oppose, in the first 
instance, any claim that funds remitted under the 
circumstances referred to became trust funds in 
the hands of Knauth, Nachod & Kuhne.” 


Reconsideration of Problem 


tse opinion of the General Counsel, 
heretofore published, was prepared short- 
ly after the failure of Knauth, Nachod & 
Kuhne, in response to the inquiry of a 
single remitter and at a time when numer- 
ous banks were being requested by a com- 
mittee of creditors to authorize the com- 
mittee to represent their claims with a view, 
if possible, of taking the assets out of re- 
ceivership and agreeing upon a feasible plan 
of composition or settlement, the success of 
the plan depending upon the cooperation of 
the great bulk of the creditors. The inten- 
tion in publishing this opinion was to indi- 
cate to the inquiring bank and other banks 
which had made remittances to cover for- 
eign drafts that they might have special 
rights which should not be too hastily for- 
feited by assuming the status of a general 
creditor and to present in a general way 
the rules of law upon which such rights 
were based. It has been held by the Su- 
preme Court of the United States that the 
filing of proof of claim as a general credi- 
tor does not amount to an election to pursue 
the claim as a creditor and prevent the 
recovery of a specific trust fund or property 
where the filing is coupled with a reserva- 
tion that the claimant does not waive the 
right to recover as a trust fund (Thomas v. 
Taggart, 28 Sup. Ct. Rep. 519). At the 
same time, where claims as general credi- 
tors are placed in the hands of a committee 
of creditors for representation, without any 
such reservation, with authority “to enter 
into such arrangements or take part in or 
conduct such proceedings as you (the com- 
mittee) may think necessary or proper” and 
“to formulate such plans of settlement or 


(Signed) 


316 


adjustment as you may think best,” although 
coupled with the condition that “this 
authorization shall not be taken as a con- 
sent in advance to any general plan of 
settlement, composition, extension, or ad- 
justment hereafter to be proposed or 
adopted,” some things might be done by the 
committee under such authorization as, for 
example, voting at a creditors’ meeting 
which might bind the claimants to the posi- 
tion of a general creditor and forfeit any 
right to reclaim a specific fund as trust 
property. The publication of this opinion, 
which advised particular banks that had 
made remittances for specific purposes, of 
the rules of law which make the bank 
receiving such remittances a trustee rather 
than a debtor, so long as the remittances 
can be traced, although such opinion was of 
a general nature only and the detailed facts 
in the particular cases were not, of course, 
present, was pertinent in view of the situa- 
tion. Since then, we understand, the secre- 
tary of the creditors’ committee has advised 
certain of such claimants that if the estate 
goes to liquidation there will be an omni- 
bus proceeding in which all of the claim- 
ants of trust funds will have to take part, 
and suggesting that they immediately file 
proof of claim “without prejudice to the 
right of the claimant to assert a claim for 
any specific property or fund in the hands 
of the receiver.” We see no objection to 
this course. 

Let us now reconsider the entire prob- 
lem both with reference to the law govern- 
ing the case of a single remitter of money 
for a specific purpose and the question of 
recovery in full and the method of pro- 
cedure where a thousand or more remit- 
tances of like character have been made at 
different times before the failure. 


Case of Single Remitter 


The argument of the receiver and his 
attorney virtually concedes, without preju- 
dice, that where a single remittance is made 
to a banker for a special purpose and the 
remittance is mingled with the banker’s 
general fund in his own vaults or in bank 
which passes to a receiver upon its failure, 
the purpose not being carried out, the re- 
mittance is a trust fund the identity of 
which is not lost by the mere mingling, but 
it remains identifiable and recoverable in 
full if the mingled fund from the time 
of the receipt of the remittance to the time 
of the receiver taking possession equals or 
exceeds the amount of the remittance, or 
if the fund remaining is less than the 
remittance, then the trust attaches to what 
remains, 

Thus in Jarmulowsky, 258 Fed. 231, the 
bankrupts were private bankers and, on 
the day before they suspended business, re- 
ceived from the petitioner $288, for which 
they gave a receipt stating that the money 
was to be forwarded to a definite person 
at a specified place in Europe. The bank- 
rupts never forwarded the money and it 
ultimately passed to the possession of the 
trustee. It was held that the private bank- 
ers in receiving this money acted in a fiduci- 
ary capacity and the person intrusting such 
money to them may, on tracing the same 
into the possession of the trustee in bank- 
ruptcy, recover it in solido. 

Let us briefly restate the main rules and 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


their limitations governing the following 
and recovery of trust funds. 

1. “The old idea that, because money has 
no earmarks, it cannot be followed when 
mingled with the funds of a wrongdoer, 
has long since been exploded. The decisions 
in England and in this country now allow 
a trust fund to be followed as long as it 
can be traced, and its identity ascertained, 
whether in its original or in some substituted 
form.” First National Bank v. Armstrong 
(C. C.) 36 Fed. 59, 61. 

2. But “if the trustee is in bankruptcy or 
insolvency, it is absolutely necessary to trace 
the money covered by the trust into some 
particular property or fund. It is just as 
necessary to trace it as it is to prove the 
trust relation.” Weiderman wv. Newton 
Arms Co. 271 Fed. 304. 

3. “It is indispensable * * * that clear 
proof be made that the trust property or its 
proceeds went into a specific fund or into 
a specific identified piece of property which 
came to the hands of the receiver * * »* 
it is not sufficient to prove that the trust 
property or its proceeds went into the gen- 
eral assets of the insolvent estate and in- 
creased the amount or the value thereof 
which came to the hands of the receiver.” 
Empire State Surety Co. v. Carroll Co., 194 
Fed. 604. 

4. “Proof that a trustee mingled trust 
funds with his own and made payments out 
of the common fund, is a sufficient identifi- 
cation of the remainder of that fund coming 
to the hands of the receiver, not exceeding 
the smallest amount the fund contained sub- 
sequent to the commingling, as trust prop- 
erty, because the legal presumption is that 
he regarded the law and neither paid out 
nor invested in other property, the trust fund, 
but kept it sacred.” Empire State Surety 
Co. v. Carroll Co., supra. 

5. “It is, therefore, a part of the rule 
applicable to following misappropriated 
moneys into a bank account that if at any 
time during currency of the mingled ac- 
count the drawings out had left a balance 
less than the trust money the trust money 
must be regarded as dissipated except as to 
this balance, the sums subsequently added 
to the account from other sources not 
being attributed to the trust fund.” Board of 
Commissioners v. Strawn, 157 Fed. 49. 

The authorities sufficiently establish 
where money is remitted to a banker, as 
in the case of Knauth, Nachod & Kuhne, for 
the specific purpose of covering a draft 
drawn by the remitter upon a foreign coun- 
try, such money is received by the banker 
in a fiduciary relation and where the banker 
has failed and the proceeds of the remit- 
tance can be traced into some particular 
bank account which has come to the pos- 
session of the receiver and it can be proved 
that continuously from the time of the de- 
posit of such remittance until the time of 
the receiver’s taking possession the amount 
in such bank account equalled or exceeded 
the amount of the remittance, the same 
would be recoverable as a trust fund or 
if the balance was drawn down below the 
full amount, whatever is left would be im- 
pressed with the trust while the owner 
would have to prove as a general creditor 
for the remainder. 
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Problem of Identifying a Thousand Trust: 


The above being true as to a single r: 
mittance, how is the situation changed i 
the case of numerous remittances of like 
character? The receiver and his attorne; 
indicate that this so complicates the prob- 
lem as to make extremely difficult the ident: 
fying of particular trusts and would nece 
sitate (1) an omnibus proceeding to 
ascertain the total amount of priority and 
trust claims; (2) the making of a detailed 
schedule showing bank balances of the 
bankrupt daily for months and perhaps for 
years (3) a counter schedule of the amount 
of trust and priority claims on each corre- 
sponding date. 

But it would seem that the difficulty of 
administering the trust would be no reason 
for denying justice to particular claimants 
if the fact could be established that certain 
of such claimants were entitled to preference 
as owners of identifiable trust funds. The 
governing rule where there are a number 
of claimants of trust money is thus stated 
in Empire State Surety Co. v. Carroll Co., 
194 Fed. 604: 


“‘Where a trustee has mingled in a common 
fund the moneys of many separate cestui que 
trustent and then made payments out of the 
common fund, the legal presumption is that the 
moneys were paid out in the order in which 
they were paid in and cestui que trustent are 
equitably entitled to any allowable preference 
in the inverse order of the times of their re- 
spective payments into the fund.” 


Bolognesi Case 


In the recent decision of the United 
States Circuit Court of Appeals, Second 
Circuit, in re A, Bolognesi & Co., 254 Fed. 
770 the above governing rule was applied 
and the method to be pursued in ascertaining 
the rights of respective trust claimants was 
indicated. While the rights of only a few 
trust claimants were involved in that case, 
it would seem that the same rule and method 
of procedure would be applicable to ascer- 
taining and fixing the respective rights of 
trust claimants of Knauth, Nachod & Kuhne 
to payment in full. The facts and decision 
in the Bolognesi case will be given at length, 
because they seem to us to have an im- 
portant bearing upon the present problem. 

Bolognesi was a banker doing business 
largely with Italians who, in divers ways 
wished to transmit funds to Italy. He as- 
signed Feb. 11, 1914, and subsequently be- 
came bankrupt. The moneys received by 
him from customers and depositors were 
placed in his own bank accounts in sundry 
chartered banks and trust companies. On 
the day of the assignment he had on deposit 
in the Central Trust Company $11,469.67, 
composed of his own moneys, as well as 
those of his customers. Certain persons 
who had deposited money with Bolognesi 
for the specific purpose of purchasing 
drafts and money orders payable in Italy, 
succeeded in tracing the funds into Bolog- 
nesi’s account with the Central Trust Com- 
pany and demanded from the trustee in 
bankruptcy preferential payment in whole 
or in part. Thereupon the trustee brought 
a proceeding wherein all parties making any 
claim against the Central Trust Company 
fund were required to appear and make 
proof before a special master. Numerous 
claimants appeared whose claims were di- 
visible into two classes (1) those who 
handed their money to Bolognesi for a spe- 
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cial purpose with which the bankrupt never 
complied, ie., never bought drafts or money 
orders as directed; (2) Those who did the 
same thing but who obtained, prior to fail- 
ure, drafts or the like which however, when 
presented in Italy were not paid. The spe- 
cial master found as to both classes that 
Bolognesi occupied a “quasi trust relation” 
and, as the whole of the amount of claims 
proven were in excess of the Central Trust 
Company account, ordered the whole of that 
fund to be: distributed pro rata among all 
the claimants who had traced their moneys 
into that fund. An order of the District 
Court having been made, distributing the 
fund among the special claimants, the trus- 
tee in bankruptcy petitioned for a revision 
of the order. The Circuit Court of Appeals 
held as to those claimants who bought and 
received drafts that they were general credi- 
tors without right to participate in the fund 
at all, as the bargain between them and the 
banker was completed and they had got 
what they asked for, although the drafts 
were not paid but as to claimants who gave 
money to the bankrupt to be invested in a 
special character, to buy drafts on Italy and 
the like, the bankrupt assumed a fiduciary 
relation and in so far as such claimants 
traced their funds into the Central Trust 
Company account, they were prima facie 
entitled to share in the fund because Bolog- 
nesi had not fulfilled his duty with respect 
to them. Speaking of the general rights 
of the claimants to trace and follow trust 
funds through a bank account, the court 
said: 
“Tt is necessary, in order to identify money, 
to trace it into some specific fund or property 
* * * a replenishing of a depleted trust account 
cannot be considered (per se) as restoring the 
trust and it follows that when it appears that 
moneys impressed with a trust have been min- 
gled with the trustee’s general account and a 
certain amount remains in the account at the 
end of the period, and the account has not been, 
in the interval, depleted below the trust amount 
or final amount, that final amount will be pre- 
sumed to include the trust money. But where 
such a mingled fund comes into the hands of a 
receiver, trustee in bankruptcy, or the like, 
what is responsible for the claims of the cestui 
que trustent is the remainder so coming into 
the hands of the officer of the court, not ex- 


ceeding the smallest amount the fund contained 
subsequent to the mingling.” 


Opinions of Counsel 
(Continued from page 314) 


the check from us and asked that we again return 
it to the T bank for payment, which we did. The 
paying bank promptly returned it to us, stating 
— payment had been stopped and they would not 
onor it. 

As the matter now stands, the T bank has 
charged the amount of the check to our account 
and the P bank declines to accept the check from 
us and credit same to our account, stating that 
their customer, Mr. R., the first indorser on the 
check, declines to accept the check from them, 

The drawer of the check claims that it was given 
to Mr. R. in payment of a machine which was not 
delivered as per contract, and for this reason, they 
declined to honor the check. 

With this information before you, will you 
kindly advise us our rights in the controversy and 
also who should take up the check, and the bank 
that is responsible to us for same. ‘ 

Has the T bank a legal right to charge this 
check to our account after they had advised_pay- 
ment of same and remitted the amount to us? 


Your bank, as holder in due course of 
a check upon which payment has been 
received from the drawee, is entitled to 
retain the amount received thereon, and 
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Referring to the situation created by a 
number of trust claimants the court said: 


“The unusual feature of this case is that 
there are several claimant depositors who put 
in money at different times, which money has 
been traced into a fluctuating account. Among 
such claimants the rule (prima facie) is not a 
pro rata equality. * * * The separate cestui que 
trustent are equitably entitled to any allowable 
preference in the inverse order of the times of 
their respective payments into the fund.’”’ Cit- 
ing Empire, etc., Co. v. Carroll Co., 149 Fed. 
605. 


The court then proceeds to illustrate the 
operation of the above principles upon the 
rights of the respective claimants, although 
the record being imperfect in matters of 
detail, it states it cannot adjust the rights 
of the parties but simply indicate the method 
that should be pursued. It points out that 
from the time when the claimants began 
placing the trust deposits with the bank- 
rupt (approximately Jan. 20, 1914) down to 
the date of the assignment (Feb. 11, 1914) 
the Central Trust Company fund fluctuated 
considerably and down to the date of the 
last deposit with Bolognesi traceable into 
said fund was never higher than about 
$8,000 and fell as low as about $4,400, while 
the amounts traceable into the fund and 
flowing from the claimants held entitled to 
share, greatly exceeded $8,000. Continuing, 
the court says: 


“It would appear to be true that on the day 
when the Central Trust Company account was 
lowest (January 27th) there was $4,414.57 in it, 
and on or before that day moneys of these 
claimants went into the account to the extent 
of $4,457.85. This was the first day when the 
account was smaller than the trust moneys 
shown to have been placed there. If the trans- 
action stopped there, the various claimants 
should be awarded the fund on the theory sum- 
marized in the quotation from the Empire Com- 
pany’s case, supra. 

“But, thereafter, at dates and in amounts as 
to which we cannot be certain, the claimants 
furnished to Bolognesi other moneys, which he 
put into the trust company account and never 
applied to the purposes of his fiduciary under- 
taking; and this continued until February 10th, 
when the last of the claimants’ moneys went 
into the fund and the fund itself was $6,519.04, 
or $2,104.47 more than the low tide of January 
27th. In the meantime the account on Febru- 
ary 3d was no more than $5,082.61. But we 
cannot ascertain from this record exactly when 
the various claimants’ moneys went into the 
fund after January 27th. 

“Therefore the account must be stated, and 
the various priorities awarded, beginning on the 
first day when the fund was less than the trust 
money, and then on the next day when the new 


the drawee had no right to charge the 
amount back to your account. Even had 
payment of this check been stopped before 
it was received and paid by the drawee, and 
the giving of credit and remittance therefor 
been through mistake on its part, such 
payment would have been a finality, so far 
as your bank is concerned, and the amount 
not recoverable from you. In a similar 
case, National Bank of New Jersey v. Ber- 
rall, 58 Atl. 189, the Court of Errors and 
Appeals of New Jersey said: 


““As between the holder of a check and the bank 
upon which it is drawn, the latter is bound to 
know the state of the depositor’s account. Before 
paying the check, it must take into consideration 
whether it was drawn against funds, and whether 
the order for payment evidenced by the check has 
subsequently been revoked. Therefore, where a 
bank receives in the ordinary course of business a 
check drawn upon it, and presented by a bona fide 
holder, who is without notice of any infirmity 
therein, and the bank pays the amount of the 
check to such holder, it finally exercises its option 
to pay or not to pay, and the transaction is 
closed, as between the parties to the payment.” 
Citing numerous cases. 
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deposits in the fund were insufficient to cover 

the new trust money, and so on.” 

Rights of Knauth, Nachod & Kuhne 
Trust Claimants 


Bearing in mind that it is necessary 
not only to prove a trust relation, but also 
to trace the trust money into a particular 
property or fund and the further rule that 
where many trust claimants trace their 
money into a common fund they are allowed 
a preference in inverse order of time of 
their respective payments into the fund, it 
would appear reasonable to conclude, in the 
light of the above, that there are a number 
of banks which made remittances to Knauth, 
Nachod & Kuhne, for the specific purpose 
of covering their foreign drafts or for some 
other specific purpose which was not carried 
out, that may be able to comply with the 
foregoing rules and trace such remittances 
into bank accounts carried by Knauth, 
Nachod & Kuhne and, under the principles 
above announced, maintain claims for pay- 
ment in full. Assuming that the bank bal- 
ances would be insufficient to pay all such 
provable trust claims, the rule that the 
first trust money paid in was the first paid 
out would operate and it would be a mat- 
ter of proof as to which remitters would 
lose their claims for preference because of 
dissipation of the trust funds and which 
would still be entitled to recover in full. 
The purpose of this article, supplemental to 
the original opinion heretofore published, is 
simply to indicate that under the law, all 
moneys remitted to Knauth, Nachod & 
Kuhne for purposes not carried out, are 
trust funds and that probably in a great 
many of such cases the funds can be 
traced into a particular bank account and 
be recoverable in full or in part, the balance 
in the latter case being provable as a gen- 
eral debt. The detailed adjustment of par- 
ticular cases, of course, rests with the in- 
dividual claimants and with representatives 
of the bankrupt estate. If the estate goes 
to liquidation there will, it is understood, 
be an omnibus proceeding in which all of 
the claimants of trust funds will have an 
opportunity to participate. 


The fact that, after receiving payment, 
the check was returned to you by the 
drawee and you returned it again for pay- 
ment did not operate as a waiver of your 
rights under the first payment. The re- 
forwarding of the check was simply a re- 
iteration of your right to the amount already 
paid. It follows that the drawee bank 
is your debtor for the amount of the check. 
Whether or not the drawee can charge the 
amount to its customer depends upon 
whether the stop-payment order was re- 
ceived before or after the check was paid. 
If received before and the payment was 
by mistake, the check would not be charge- 
able; but if the notice not to pay was not 
given the drawee bank until after it had 
paid the check, the amount, of course, would 
be chargeable to the customer because, after 
payment in due course, the instrument is 
discharged, and it is too late for the drawer 
to countermand his order. 


Recent Decisions 


DIGESTED By THOMAS B. PATON, JR. 


PAYMENT OF ForGED oR RAISED CHECKS, 
REQUIREMENT AND AGREEMENT FOR 
Notice oF DIscREPANCIES WITHIN 
Ten Days, BANK Must BE 
FREE OF NEGLIGENCE— 
CALIFORNIA 


LAINTIFEF depositor brings this suit 

to compel a restoration of his deposit 
by defendant bank to the extent charged 
off by a number of checks on which the 
name and title of agency of the payee 
was partly erased by the indorsement 
forged. Plaintiff is a corporation, which 
for a number of years prior to 1918 had 
a checking account with defendant. When 
the account was opened the deposit book 
contained an “Agreement with depositor,” 
to the effect that after receipt of returned 
cancelled checks they would be examined, 
and if within ten days no discrepancy was 
reported to the bank, the account would 
be considered correct. 

In the latter part of 1918 one of 
plaintiff’s employees whose duties included 
approving freight bills made out and ap- 
proved several spurious charges, and 
caused checks on defendant as drawee 
bank to be made out to “C. H. Mueller, 
agent, Pacific Electric Railway Co., Tor- 
rance, Cal.” The name of the payee was 
the customary name used in making pay- 
ment to the railway company’ by plaintiff, 
and the checks were duly signed by the 
secretary of the corporation, and the rub- 
ber stamp of the president was affixed. 
The checks were then returned to the de- 
faulting employee, for the purpose of trans- 
mitting to the payee. He took the checks 
in question, erased “Agent, Pacific Electric 
Railway Co., Torrance, Cal., leaving “C. 
H. Mueller” as payee. He then indorsed 
the checks “C. H. Mueller,” and below that 
“G. C. Davis,” his own name. These 
checks were then cashed at the Hellman 
Commercial Trust & Savings Bank, which 
bank was intervened in this suit, and 
honored by defendant bank, which charged 
them against plaintiff's account. They 
were regularly returned to plaintiff and 
each such return was receipted for in the 
following words: “Received from the 
Farmers & Merchants National Bank of 
Los Angeles, Cal., statement of account 
and all cancelled vouchers for the months 
indicated. 1 agree to examine same care- 
fully, and report all differences or miss- 
ing vouchers, if any, within ten days. 
Otherwise the account may be considered 
correct.” Each statement at the top had 
a statement to the effect that, if differences 
were not reported within ten days the 
account would be considered correct. 

In January, 1920, defendant discovered 
the discrepancy, prior to which time de- 
fendant had made no effort to verify the 
genuineness of the indorsement of C. H. 
Mueller. 

In the action, defendant claims it is not 
liable because a reasonable examination by 


Assistant General Counsel 


STIPULATION ‘to the 

effect that a depositor agrees 
to examine cancelled vouchers 
and report errors in ten days 
affords no protection unless the 
bank itself is free from negli- 
gence. 


HE deposit of draft with 

bill of lading attached for 
collection docs not make bank 
owner of draft where the bank 
permitted depositor to check 
against it, but reserved the right 
to charge back if the collection 
was not made. 


N agreement by the cashier 

that no effort would be made 
to collect from the indorsers a 
note given to balance the books 
to avoid complaint by bank ex- 
aminer was held ineffective and 
did not bind the bank unless 
ratified. 


HE A. B. A. statute provid- 
ing that a deposit by or in the 
name of a minor shall be held 
for his exclusive benefit has been 
held to apply to national banks. 


HREE per cent housing 
companies negotiating 3 per 
cent loan and home _ contracts 
have been declared lotteries in 
Massachusetts. They have also 
been declared lotteries in Mis- 


souri and Texas. 


HERE a depositor failed 

to call for his monthly 
statements and cancelled checks 
for cightcen months, it was held 
that, notwithstanding the de- 
positor was guilty of negligence 
in failing to call for and secure 
them and discover forgeries, the 
bank that was also guilty of 
negligence in paying the forged 
checks should stand the loss. 


plaintiff of the returned vouchers would 
have disclosed the irregularities, which 
examination plaintiff was bound to make 
within ten days. And at all events the 
bank claims it is not liable on the checks 
returned more than one year before the 
commencement of this action, under 
Section 340, Subsection 3 of the Code of 
Civil Procedure. 

The court held that the negligence of 
plaintiff in failing to carefully examine the 
returned vouchers could not be availed of, 
for it says, “Assuming that the plaintiff 
was negligent in not making a more 
thorough examination of the returned 
checks, although the trial court found that 
he (the plaintiff) was not negligent, still 
the * * * bank may not escape liability 
for the payment of amounts paid on forged 
checks unless it has itself been free from 
negligence.” And since it was not free 
from negligence, this plea of negligence 
on the part of the depositor would not 
avail defendant. 

But the court held the bank not liable 
on the checks which had been returned to 
plaintiff more than one year prior to the 
discovery of the forgery, for Section 340, 
Subsection 3, of the Code of Civil Pro 
cedure (see form recommended by the 
American Bankers Association, “Program 
of State Legislation, 1923,” page 25), made 
the statute of limitations one year for such 
claims, which statute began to run upon 
rendering the statement notifying the de- 
positor that it had charged the deposit 
account. Union Tool Company v. The 
Farmers & Merchants Nat. Bank of 
Los Angeles, Cal., Supreme Court of Cali- 
fornia, Sept. 13, 1923, not yet reported. 


CoLLecTION PAPER Deposit OF DRAFT WITII 
Britt oF LApinG ATTACHED FOR COL- 
LECTION Dip Not Make BANK 
Owner oF Drarr AND BILL OF 


LAINTIFF bank handled defendant's 

items for collection in distant states, 
under an agreement whereby plaintiff was 
relieved of responsibility for the negligence 
or default of its correspondents. The 
items were entered to the credit of de 
fendant’s account, and he was allowed to 
draw against them at once, but the bank 
reserved the right to charge back the 
amounts which were not actually collected. 
Under this agreement defendant deposited 
a draft attached to a bill of lading for a 
carload of corn, which instruments were 
forwarded to plaintiff’s correspondent at 
the place where the consignee did busi- 
ness. The corn was refused by the con- 
signee, and the draft dishonored, and the 
corn was reshipped to another consignee 
and another draft and bill of lading given 
plaintiff. The second consignee also re- 
fused the corn and refused to pay the 
draft, which was returned from the distant 
state to plaintiff unprotested. Following a 
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further attempt to have the correspondent 
collect the item, seventeen months later 
the item was returned to plaintiff un- 
collected and unprotested. 

Plaintiff in this action seeks to hold de- 
fendant liable on the nonpayment of the 
draft on which defendant disclaims liabil- 
ity, since he had been paid for the draft 
which amounted to a purchase by the bank. 
Furthermore, plaintiff had told defendant 
that the bank would hold its correspondents 
liable, because they had failed to protest, 
which arrangement defendant claims to have 
released it. It was further alleged that the 
plaintiff had not looked after the shipment 
covered by the bill of lading, which negli- 
gence resulted in total loss of the corn, 
thereby precluding plaintiff's recovery. 

The court held for the plaintiff, for the 
bank was not a purchaser of the item so 
as to have to stand the loss on its non- 
payment, because it had reserved the right 
to charge back the item if it was un- 
collected, and the agreement to hold the 
correspondent liable did not release de- 
fendant, for his liability was complete when 
this promise was made, since by the terms 
of the agreement between the parties, 
plaintiff was not liable for the negligence 
or default of its correspondents. 

Nor could defendant avail himself of the 
plea that the shipment was not looked after, 
allowing it to become a total loss, for no 
instructions were given to the bank in 
regard to any course of action concerning 
the corn. Midwest National Bank & Trust 
Co. v. Parker Corn Co., 245 S. W. 217. 


AccCOMMODATION JINDORSEMENT SUPPORTED 
ny CONSIDERATION, WHEN CASHIER'S 
\GREEMENT Not to INn- 
pORSERS Not BInpING AGAINST 
3ANK—PENNSYLVANIA 


LAINTIFF bank accepted certain 
checks on deposit by now insolvent 
corporation, and allowed withdrawals. The 
checks were returned protested, and the 
corporation was pressed to make the 
account good. Whereupon defendants, 
directors of the debtor corporation, in- 
dorsed the corporation note made to them, 
and turned it over to plaintiff bank. The 
indorsement was made by defendants to 
stop further demands on the corporation, 
but with the promise of the president of 
the plaintiff bank that they would not be 
called upon to make good on the indorse- 
ments ; and that the note was merely needed 
to avoid complaints of the bank examiner, 
and to balance the books. 

The note is here being sued on, the de- 
fendants being the indorsers. The agree- 
ment of the president of plaintiff not to 
sue on the indorsements is set forth as a 
defense, but the court held such a promise 
here was a wrongful act which was not 
binding on the bank unless its board of 
directors had knowledge of and ratified it, 
and without affirmative proof of his 
authority to so contract, such an agree- 
ment was ineffective. 

The further fact that there was a pre- 
existing debt owed by a corporation in 
which defendants were interested con- 
stituted value to them. Nor was there 
illegality in obtaining the note. The only 
illegality was in the promise to use it only 
in deceiving the examining authorities, 
which is not needed to fix liability on the 


defendants in suing on the indorsement. 
First National Bank of Greencastle v. Baer. 


120 Atl. 815. 


Mrinor’s Deposits. AUTHORITY IN WRITING 
REQUIRED TO AUTHORIZE PAYMENT TO 
Person OtHer THAN Depostror— 
MIssourRI 


MINOR deposited in his own name in 

a national bank certain sums of his 
own money, and a passbook was issued 
representing the sum. H. N. Pickett, the 
stepfather of the minor, drew checks 
against the deposit at various times, sign- 
ing the minor’s name to the checks, “per 
H. N. Pickett,” which he obtained payment 
on by presenting the passbook. This was 
continued until the account was exhausted, 
when the stepfather surrendered the pass- 
book. 

Plaintiff as guardian of the minor brings 
this action to recover the sum which had 
been paid to the stepfather. But the bank 
claims that it paid out the money in 
accordance with its rules and by-laws, and 
that the passbook was legally surrendered to 
it. Plaintiff bases his cause of action on 
the Missouri Rev. Stat. (1919), Sections 
11779 and 11877, which provide that a 
deposit by or in the name of a minor shall 
be held for his exclusive benefit. T'urther- 
more, plaintiff claims that, although defend- 
ant is a national bank, still this state statute 
is not one which incapacitates the bank in 
the discharge of its duties to the Federal 
Government, but that it merely governs its 
contracts, and the making and discharg- 
ing of debts. 

The defense is based on the theory that 
Pickett was acting as the agent of the 
stepson minor when he withdrew the money 
upon presentation of the passbook, and 
that, under the by-laws or rule of the bank, 
the depositor was bound to give notice of 
the loss or theft of the passbook—other- 
wise the hank was warranted in allowing 
withdrawals upon its presentation. 

But the court held for the plaintiff, be- 
cause the bank was not able to discharge 
its obligation to the minor by paying the 
stepfather, unless the stepfather had 
authority in writing to withdraw the funds. 
Gibson v. First Nat. Bank of Jefferson 
City, 245 S. W. 1072. 


BANK NEGLIGENT IN PAYING 
Cuecks LIABLE THEREFOR, NOTWITH- 
STANDING Depositor’s FAILURE TO 
ExAmMIne Montury  State- 
MENTS—TEXAS 


UIT was brought by plaintiff company 

against a bank to recover funds de- 
posited therein and paid on by it on forged 
checks. The bank claimed that the plain- 
tiff was negligent in failing to examine the 
monthly statements which accompanied the 
checks, thus permitting continuation of the 
forgeries which would otherwise be de- 
tected. It was the bank’s custom to make 
up monthly statements of its accounts with 
its customers, and place these in charge of 
a clerk for delivery when called for by 
the customers. The company knew of this 
custom, and that they could get the state- 
ments by calling for them, but neglected to 
do this for a period of eighteen months. 
When they did get the statements the 
forgeries were immediately discovered. 
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The jury in the lower court (“and there 
is no attack on their findings”) found that 
the bank was negligent in paying the forged 
checks and could have discovered the 
forgeries before payment by “exercising 
ordinary care and skill,” and that the plain- 
tiff was “guilty of negligence in failing to 
call for and secure the monthly statements 
and examine the same and discover the 
forgeries among the cancelled checks.” 

The court which reviewed the decision 
cited the case of Weinstein v. Nat. Bk., 69 
Tex. 38, 6 S W. 171, which held that: 

“Tt is the duty of the depositor to examine state- 
ments of accounts with vouchers furnished him by 
the bank ‘to the end that he may verify it, if it 
be correct, or detect the errors if it be found erro- 
neous,’ and that, should the depositor ‘negligently 
fail to make the examination and consequent dis- 
covery where he could have discovered it,’ he is 


estopped from denying the correctness of the ac- 
count, where to permit him to do so would entail 


loss on the bank that it would not otherwwise have 


sustained.” 


The court also cited with approval the 
decision of Bank v. Morgan, 117 U. S. 96, 
in which the Supreme Court of the U. S. 
said: 

“Of course, if the defendant’s officers, before pay- 
ing the altered checks, could by proper care and 
skill have detected the forgeries, then it cannot re- 
ceive a credit for the amount of those checks, even 


if the depositor omitted all examination of his ac- 
count.”” 


Upon the authority of the foregoing and 
other cases the court held that the bank 
was negligent in paying the forged checks 
and was liable, notwithstanding the de- 
positor’s failure to examine the monthly 
statements. Coleman Drilling Co. v. First 
Nat. Bk., 252 S. W. 215. 


LotTreRIES. SALE oF ContTRAcTS BY 3 PER 
Cent Houstnec Company Hetp ILLEGAL 
—MAsSACHUSETTS 


PROCEEDING was commenced in 

equity to restrain the Co-operative 
League of America organized in Pennsyl- 
vania from continuing business in Massa- 
chusetts. It was brought under a statute 
to the effect that no person shall issue or 
sell any bonds or obligations redeemable 
in numerical or any arbitrary order. The 
court found that the business of the de- 
fendant consisted in so-called loan and 
home purchasing contracts, providing for 
payment of monthly installments and 
creation of a trust fund from which loans 
are to be made from contract holders in 
order of dates of their contract for im- 
provement of real estate payment of en- 
cumbrances, etc., or for sale of loan 
privileges for their benefit. 

The injunction was granted, the court 
holding that the statute was broad enough 
to include associations and organizations 
such as the defendant. Long v. Co-opera- 
tive League of America, 140 N. E. 811. 
See also State ex rel. Home Planners 
Depository v. Hughes, 253 S. W. (Mo.) 
229. 


Regional Conference of 
Trust Companies 


A regional conference for trust companies in the 
States of Washington, Idaho, Montana, Wyoming, 
Colorado, Oregon, Nevada, Utah, New Mexico, 
Arizona and California will be held at the San 
Francisco Commercial Club, San Francisco, on 
November 22 and 23. It will be under the auspices 
of the Committee on’ Mid-Winter Conferences of 
the Trust Company Division of the American 
Bankers Association. 
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HE 

Henry M. Dawes, Comptroller of 

the Currency, relating to branches 

of national banks are as follows: 

“1. Under the authority of the National 
Bank Act, as construed by the Attorney 
General in opinions rendered on May 11, 


regulations formulated by 


1911, and Oct. 3, 1923, respectively, the 
Comptroller of the Currency will permit 
national banks, under the conditions herein- 
after set forth, to establish one or more ad- 
ditional offices, 

“2. A national bank will be permitted to 
establish such an office only in a city in 
which other banks are engaged in, and under 
existing law or regulation are permitted to 
engage de novo in, banking practices which 
make it necessary for the national bank 
in question to operate such an office in 
order effectively to conduct its banking 
business. 

“3. National banks will be permitted to 
establish such offices only within the limits 
of the city, town or village named in its 
organization certificate as the place where 
its operations of discount and deposit are 
to be carried on. 

“4. A national bank desiring to establish 
and to operate one or more additional offices 
shall make application therefor to the Comp- 
troller of the Currency on a form prescribed 
or approved by him in which shall be set 
forth, among other things, the following: 

“(a) The number of offices and the pro- 
posed street location or vicinity of 
each. 

A statement of the condition of the 
applying bank as of the date of ap- 
lication. 

The number of banks with branches 
or additional offices in operation in 
said city. 

A statement of the facts and con- 
ditions which, in the opinion of the 
board of directors make it neces- 
sary for the applying bank to es- 
tablish the proposed office or offices. 

“5. Each application for one or more ad- 
ditional offices shall be accompanied by a 
certified copy of a resolution of the board 
of directors, showing that such application 
has been submitted to and approved by the 
board. 

“6. After the Comptroller has approved 
the application of a national bank for one 
or more additional offices, and before such 
office or offices are opened for business, a 
statement shall be transmitted to the Comp- 
troller showing the street location, the pur- 
chase price paid, the annual rental cost, and 
the cost of equipment for each such office. 

“7. Operations of additional offices of 
national banks established under these regu- 
lations shall be confined to the receipt of 
deposits and the payment of checks and 
other such routine or administrative func- 
tions. 

“8 No investment in bonds or other se- 
curities for the account of the bank shall 
be made at any such additional office. 

“9 No loan or discount shall be made 
to any customer of the bank through any 


“(b) 


“(c) 


“(d) 


Branch Bank Regulations 


such additional office that has not been 
authorized at the banking house by a reso- 
lution of the board of directors, or by an 
appropriate committee of such board, or 
by an officer or officers acting under author- 
ity from such board, and no general au- 
thority issued by the board of directors shall 
vest it in any officer or employee at such 
additional office any discretionary authority 
with reference to making such loans or dis- 
counts. 

“10. A statement of the business con- 
ducted at such offices shall be transmitted 
to the banking house as of the close of 
business daily, shall be incorporated on the 
books at the banking house at regular in- 
tervals, and shall enter into all statements 
of the condition of the bank.” 


Comptroller’s Statement 


N a letter accompanying the publication 
of the regulations, the Comptroller says: 
“The Attorney General in an opinion dated 
Oct. 3, 1923, has made the following ruling: 

‘A national banking association may establish in 
the city or place designated in its certificate of 
organization, an office or offices for the transaction 
of business of a routine character which does not 
require the exercise of discretion and which may 
be legally transacted by the bank itself. It may 
not, however, establish a branch bank doing a 
general banking business such as is usually done 
by national banks. The establishment of such a 
branch would be illegal and subject the offending 
bank to the forfeiture of its charter.’ 

“In this connection the Attorney General 
further held that the manner of the exercise 
of the incidental powers by virtue of which, 
under the law, national banks are permitted 
to establish such offices, must be exercised 
‘subject to the supervision of the Comp- 
troller of the Currency.’ 

“Tn the opinion rendered by Attorney Gen- 
eral Wickersham May 11, 1911, it was held 
that a national bank is not authorized under 
the National Bank Act to establish a branch 
bank for the purpose of engaging in a 
general banking business; that the estab- 
lishment of such a branch would be illegal 
and would subject the offending bank to 
the forfeiture of its charter. 

“This view is confirmed and restated in 
the opinion of Oct. 3, in which Attorney 
General Daugherty elaborates the earlier 
opinion by making a distinction between 
the discretionary powers of a national bank 
(that is to say, the corporate powers of 


‘the bank as exercised by its board of di- 


rectors) and the purely routine or admin- 
istrative functions which may be performed 
by the bank employees. Upon this theory, 
while denying to a national bank the power 
to maintain a branch bank in which the 
discretionary authority of the board of di- 
rectors could be exercised, he held that a 
national bank might establish an office or 
offices within the city or town in which the 
bank is located, at a distance from its banking 
house, and at or through such office or offices 
the bank might perform routine or admin- 
istrative functions, leaving the discretionary 
authority of the bank to be exercised solely 
at the banking house. 

“The right or power to establish such ad- 
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ditional offices in the city or town in which 
the bank is located, not being expressly 
authorized by statute, but being an implied 
incidental power, and the functions to be 
performed through such offices, in the opin- 
ion of the Attorney General, being lim- 
ited to routine or administrative functions 
it is necessary for the Comptroller of the 
Currency in the exercise of his general sy- 
pervisory powers to prescribe regulations 
in which are set forth the conditions under 
which such offices may be established and 
operated. 

“While the opinion of the Attorney Gen- 
eral permits the Comptroller of the Cur rency 
to afford a measure of relief to national 
banks in certain cities where local banking 
practices have put the national banks to a 
disadvantage, he could not properly permit 
such national banks to establish additional 
offices without restriction, or in localities 
where the other banks are prohibited from 
enjoying similar privileges. The establish- 
ment of such offices being an exercise of 
an implied power, must be exercised only 
where an actual necessity exists in each 
instance and only after approval by the 
Comptroller of the Currency, 

“Where a bank desires through such of- 
fice to exercise particular administrative 
functions not dealt with in existing regula- 
tions, an application should be made to 
the Comptroller of the Currency for a special 
ruling. 

“With reference to applications to the 
Comptroller by national banks for permis- 
sion to establish such an office or offices, 
the Comptroller will not take into considera- 
tion as a reason for his approval the fact 
that a bank has prior to making such appli- 
cation invested funds in property for the 
purpose of securing a site or sites therefor. 


Conversions 


od HE above mentioned opinion of the 
Attorney General and the regulations 
of the Comptroller of the Currency, to 
which reference is herein made, have no 
application to branches of national banks 
acquired under the provisions of the Act of 
March 3, 1865, by virtue of which a State 
bank, having branches may convert into a 
national bank and elect to retain its 
branches; nor to branches of national banks 
acquired as a result of the consolidation of 
national banks under the provisions of the 
Act of Nov. 7, 1918, under which the 
branches of one of more of such con- 
solidating banks, having been acquired under 
the Act of 1865 above referred to, may be 
retained by the national bank resulting from 
such consolidation.” 


The Policy of Caution 


“While the policy of caution now being 
generally followed undoubtedly is advisable,” 
says the review of the National City Bank 
of New York, “there is nothing to indicate 
any sudden depression of values or falling 
off of consumption demands.” 
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DIME SAVINGS BANK 
TOLEDO, OHIO 
Unglazed gray granite 
color Terra Cotta used 

for exterior finish. 


M. M. STOPHLET, 
Architect 


Make the Exterior Count 


RCHITECTURAL dignity in the exterior design of your 


bank carries a powerful suggestion of its character. 


For realizing this economically no permanent material presents 
better opportunity than Terra Cotta. Its process of manu- 
facture enables ready adaptation to any form of stylistic 
design suitable to the dignity of a financial institution. 


Send for our illustrated brochure ‘Better Banks,” showing 
many other fine examples designed by leading architects 
and erected in Terra Cotta. Address National Terra Cotta 
Society, 19 West 44th Street, New York. 


TERRA COTTA 


-“Permanent Beautiful Profitable 


When writing to advertisers please mention the “Journal of the American Bankers Association.” 
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Three Dangerous Trends 


Taxation Has Doubled in a Decade. Amount of Property 
Exempt from Taxes Increases. Farmers Alleged to Be Paying 


More Than Their Share. 
$64.63 per capita. 


HREE dangerous national trends 
are revealed in the results of a 
study by the National Industrial 
Conference Board of the cost of 
government to the people—the tax burden 
increases; the property exempt from taxa- 
tion grows in volume and agriculture ap- 
pears to be paying more than other classes. 

The constantly-rising amount of property 
which has been rendered by various means 
exempt from taxation is given as $54,000,- 
‘000,000 in 1922. “This stupendous sum,” 
says the report, “represents slightly less 
than one-fifth of our national 
wealth, and is equal roughly 
to one-third of all property 
assessed under the general 
property tax which forms the 
bulwark of State and local 
government finance.” 

Another aspect of the re- 
port is the statement that the 
board finds the American 
farmer paying more than his 
share of the nation’s tax bill, 
as related to his income. The 
figures, says the report, “dem- 
onstrate very clearly that as 
related to income the farm- 
er’s burden of taxation has 
been before the war and still 
is heavier than that resting on 
the remaining economic 
classes.” 

Researches were conducted 
by the economists on the 
board’s staff in every State 
and a mass of authorities are 
cited to support the figures. 

Summarizing the growth of 
the country’s tax bill, the re- 
port shows that the nation 
paid last year in taxes $/,- 
‘061,000,000, compared with 
$8,363,000,000 in 1921, $2,- 
194,000,000 in 1913 and $1,- 
382,000,000 in 1903. In 1922 
the taxes collected by the 
Federal Government showed 
a decline of $1,526,000,000 as 
compared with 1921. This is 
ascribed to the reduction of income taxes 
due to the low ebb of business in 1921. 

On the other hand, taxes of State and 
local governments continued to mount. 
State taxes increased ‘from $307,000,000 in 
1913 to $846,000,000 in 1922. Likewise local 
taxes rose from $1,219,000,000 in 1913 to 
$3,301,000,000 last year. This rising ratio 
of taxation to the national income is also 
shown by the statement that it was 6.4 per 
cent in 1913, 12.1 per cent in 1919, 16.7 per 
cent in 1921 and 12.1 per cent in 1922. 

The tax burden, figured in terms of each 


National 


Wealth 


person’s income, is also cited to bear out the 
board’s conclusions. The total tax bill last 
year was $64.63 per capita, as compared 
with $17.07 per capita in 1913. This rep- 
resents, as gauged by income, the result of 
six and one-quarter weeks’ works in 1922 
for taxes as compared with three and a 
third weeks’ work before the war. 

“In a nutshell,” says the board, “all taxes 
stated in dollars were in 1922 about three 
and one-half times as high as they were in 
1913 and twice as burdensome.” 

The report includes among the factory 


NATIONAL WEALTH- $275,000,000,000-100% 


and Property Exempt from 
United States in 1921 


entering into the country’s rising tax bill 
the growing army of jobholders. It finds 
added cause for consideration in the growth 
of property of various kinds which is ex- 
empt from taxation. 

“How much of the taxable capacity of the 
country,” the report asks, “by virtue of legal 
exemption bears no burden at all, or less 
than its share?” In getting an answer to 
this question it was necessary to make a 
special survey in all the States and the Dis- 
trict of Columbia. In reaching the total of 
exempted property as $54,000,000,000, ac- 
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Taxation in the 


Last Year’s Total Tax Bill Was 


In 1913 It Was $17.07 per capita. 


count was taken of property owned by Fed- 
eral, State and local governments, religious, 
charitable, educational and similar institu- 
tions, various scientific and temperance so- 
cieties, libraries, building and loan associa- 
tions, cemetaries, observatories, property of 
clergymen, widows, orphans, etc. Various 
States differ in their degrees and classes of 
exemption, but the board made its calcula- 
tions on the basis of these differences. 

The assessed value of all property subject 
to taxation under the general property tax 
in 1921 was $128,c67,000,000, and the real 
value $178,306,000,000. This, 
the board says, does not rep- 
resent the total wealth, inas- 
much as_ personal property 
largely escapes taxation. The 
report cites the value of all 
exempt real property in 1921 
as $18,398,000,000, compared 
with twelve and a third bil- 
lions in 1912, an increase of 
49.4 per cent in the nine-year 
period. 

“Students of fiscal science,” 
says the report, “are fully fa- 
miliar with the fact that the 
general property tax has suf- 
fered a complete breakdown. 
New York, the richest com- 
monwealth in the union, may 
be studied with profit. The 
ratio of the value of personal 
property to total property has 
steadily declined from 25.5 
per cent in 1866 to 1.6 per 
cent in 1921. 

“Tf to the exempt real prop- 
erty,” says the report, “is 
added the vast amount of per- 
sonal property represented in 
the security holdings of 
foundations and endowments 
and in government bonds, viz., 
$1,000,000,000 in foundations, 
$1,500,000,000 in college, hos- 
pital, charitable and church 
endowments, $10,000,000,000 
in State and local Govern- 
ment securities, and $23,000,- 
000,000 in Federal Government securities, 
the stupendous sum of $54,000,000,000 is 
arrived at, the principal and income of 
which is beyond the reach of the tax- 
collector of State and local governments. 

“The ratio of exempt real property to 
total real property was, in 1921, 12.8 per 
cent, compared with 11.1 per cent in 1912, 
and the growth shows no signs of abate- 
ment.” 

The figures of the board show that the 
farmer’s share of the tax bill is greater 

(Concluded on page 339) 
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Survey of Western 
Europe’s Problems 


HE Commerce and Marine Commis- 

sion of the American Bankers Asso- 

ciation, of which Commissioner Fred 
|. Kent, vice-president of the Bankers Trust 
Co. of New York is chairman, has pub- 
lished in booklet form the results of a sur- 
vey of the economic problems of Western 
Europe. 

The survey, which was prepared for the 
Commission by Alan G. Goldsmith, chief 
of the Western European Division of the 
Department of Commerce, takes up the 
Italian situation, the outlook for Austria, 
the situation in Czechoslovakia, unemploy- 
ment in England, the reparations situation, 
the economic position of France, the sit- 
uation in Belgium, Germany’s economic col- 
lapse, the liquidation period in Scandinavia 
and developments in other countries. 

“The end of the first half of 1923 finds 
Western Europe struggling back to normal 
business conditions and with considerable 
progress made since the armistice,” the 
survey says. “Industry and commerce have 
advanced, and the food situation has ma- 
terially improved in most quarters. This 
progress has been particularly noticeable in 
those countries and in such cases where 
economic development has been permitted 
to progress without interference. Wherever 
economic, financial or commercial problems 
have been handled as matters of national 
or international politics, the normal recovery 
in many cases has been seriously impaired. 

“Public finance and fiscal reorganization 
in certain instances has been lagging behind 
the industrial and commercial development, 
because these problems have been consid- 
ered not only from the standpoint of eco- 
nomic rehabilitation, but also from a politi- 
cal point of view. There have, however, 
been some instances of pronounced national 
rehabilitation including the question of na- 
tional fiscal affairs. In Italy considerable 
development has been shown ever since the 
armistice. The Czechoslovak program has 
been progressing in an extremely satisfac- 
tory manner, and the efforts made by Eu- 
ropean countries to put Austria on her feet 
have shown quite encouraging results. 

“The reparation situation remains as the 
crucial problem in European economic re- 
habilitation yet to be solved. Until this 
matter is adjusted on a business-like ba- 
sis, nO sure reorganization of commerce 
and industry can take place in Europe. 

“In order to progress along the lines of 
financial improvement and currency stabil- 
ization, it is absolutely necessary in the 
first place that a nation desiring to rehabili- 
tate itself must balance its budget. When 
national expenditures exceed revenue only 
two options are left for the state: Either 
Paper currency must be issued to take care 
of the shortage, or loans must be floated 
on the basis of which obligations can be 
paid. Both of these methods cause infla- 
tion if the shortage is noticeably large. The 
former method, as in Germany, invariably 
brings about the immediate depreciation of 
its currency and resultant evils. The latter 
Procedure as in France does not immediately 
react on the exchange, because the popula- 
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A Beacon Light 


of returning confidence 


During the crisis of 1873, when in- 
dustrial depression, public constern- 
ation and financial ruin plunged 
the nation into gloom, the Chemical 
Bank showed its strength by declar- 


ing an extra dividend. 


“Old Bullion” stood as a beacon 
light of returning confidence, as it 
has through every financial storm 
for 98 years — protecting our cus- 
tomers—safe-guarding their funds. 


Seeking New Business on Our Record 
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Founded 1824 


BROADWAY AND CHAMBERS, FACING CITY HALL 


tion absorbs the bonds which are floated 
and does not throw them on the public mar- 
ket. This debt is, however, an obligation 
of the state which increases at compound 
interest, and if this method is carried on 
will bring with it eventual inflation. 
“Including the invisible and intangible 
items, such as receipts from shipping, re- 
turns from investments, tourist expendi- 
tures and remittances from emigrants abroad, 
the trade of the country must also show a 
balance. No gold loan or any form of 
loan advanced to a country whose total net 
imports exceed its exports, including the 
invisible items, will be of any financial 
assistance under unrestricted economic con- 
ditions, The gold will immediately flow 
out of the country in order to equalize 
shortages in the international balance, and 


the country will be faced with a new infla- 
tion menace. 

“In considering the present-day fiscal af- 
fairs of European countries, these two ma- 
jor factors have been given first considera- 
tion.” 


Immigrant Remittances 


“International financiers have taken scant 
notice of the fact that the American balance 
of trade in 1921, amounting to $636,000,000, 
was offset largely by the immigrant remit- 
tances alone. . . . But anyone familiar 
with the conditions cannot question that 
hundreds of millions of dollars leave Amer- 
ica yearly in the form of immigrant remit- 
tances. For the post war period my estimate 
is from $400,000,000 to $500,000,000 per 


annum.—E tiot G. MEArs. 
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“The 


Viewpoint of the Employee is 


the Most Neglected Asset in Industry.” 


HIS man has just been 

“fired” from your client’s 
plant. The client may not 
know the reason. He may 
not know the man. He may 
not know, even, that anyone 
has been discharged. 


BUT—this man may be one 
of your client’s most valuable 
employees. As he stalks out 
the factory gate he takes with 
him a considerable share of this 
plant’s rightful profits. The 
wages paid him while he was 
“green’’—the money that 
would have been received from 
his skill; all this becomes an 
irretrievable loss the moment 
he is “fired.” And these cuts 
in profits are multiplied by 


perhaps scores of similar dis- 
missals each year. 

Maybe this man was “fired” 
because he misunderstood 
himself and his job. Perhaps 
your client must suffer this 
loss because a foreman mis- 
understood the man. What- 
ever the reason, we can engage 
to correct this and similar con- 
ditions that are causing losses 
of one-fourth the payroll in 
even supposedly well-man- 
aged plants, with serious dam- 
age to employer and employee. 

You will be interested in 
our booklet, “Stopping Pay- 
roll Losses,’’ which is sent 
executives gratis, on request. 


Please address Dept. G-6. 


SHERMAN SERVICE, INCORPORATED 


Industrial Co-ordination 
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Production Engineering 
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The Condition of Business 


Significance of Recent Events. Not Purely a Seasonal 


Recession. Research Organization’s View. 


Influences of the 


“Sick Loan Committees,” in the Large Banks. What the Inven- 
Resistance of the Consumer to High Prices. 


tories Indicate. 


O extraordinary events mark the 
business situation during the past 
month, and yet it was not a 
month which could be described 
by the familiar clause “the month saw a 
continuation of the tendencies of preceding 
months.” 

The coal situation is rapidly settling back 
to normal, with a production of 2,000,000 
tons of anthracite a week and a total pro- 
duction this year to date of 71,000,000 tons, 
the largest since 1918. Securing an adequate 
supply of coal for all users has now be- 
come a matter of distribution. 

The situation in the silk industry, which 
was so seriously disturbed by the Japanese 
earthquake, is also nearer to normal. Silk 
plants are far from operating at their usual 
place, but then neither are cotton mills, and 
there has been a gradual reduction in silk 
prices. Kansai No. 1 is quoted at $8.65 
a pound, compared with $10.50 a few weeks 
ago. There are no other marked effects 
of the Japanese earthquake in our own pres- 
ent business situation, except perhaps slightly 
increased orders for structural steel. 

The business man has, therefore, been 
able to dismiss from his mind considera- 
tion of these unusual events, which were 
so prominent a month ago, and centers his 
attention on the probable movement of busi- 
ness during coming months. In connection 
with this problem the events of the past 
month have been of exceptional significance. 
It was possible a few weeks ago for ob- 
servers to say that the reduction in business 
activity which occurred during the summer 
was largely seasonal in nature, and various 
prophets predicted that activity would be 
resumed in the fall of the year. The events 
of September and October make it clear 
that we are dealing not with a purely sea- 
sonal recession, but with a genuine pause 
in industrial activity. 


Extent of Recession 


| Bre spring production in many basic 
industries made new high records. 
Building reached exceptional amounts, and 
in other directions where definite figures 
are available it has become clear that the 
spring was a period of most unusual busi- 
ness activity, exceeding in most lines the 
record figures of early 1920. The figures 
are equally clear that this pace was too 
hard to maintain for any extended period. 
While the recession in industrial production 
has been most marked and frequently com- 
mented upon, there have been accompanying 
changes in other phases of business activ- 
ity, when allowance has been made for the 
usual seasonal variations. In order to il- 


lustrate these changes the following table 
is quoted from the Monthly Review of the 


Federal Reserve Bank of New York, show- 
ing various indexes of business activity as 
percentages of a computed normal activity. 
The figures have been adjusted to eliminate 
the influence of seasonal changes, natural 
growth from year to year, and price changes, 
Thus the figures as they stand show what 
business is, compared with what it ought 
to be. What it ought to be is taken as 


100 per cent: 
ue aM 

ept. 

Primary Distribution 

Car loadings, mdse. and 


Car loadings, other .... 93 125 119 106 

79 82 83 95(p) 
Imports 111 122 130 94(p) 

Distribution to Consumer 

Chain store sales...... 102 96 99 96 
Mail order sales ..... 80 100 110 91 
New life insurance 

07 +103 #105 4112 


Magazine advertising .. 85 95 91 96 
General Business Activity 
Bank debits, outside N. 
Bank debits, New York 
City 
Electric power pro- 
duced 


112 97 
10593 
110(A) 
127(p) 


144 

This table shows that a year ago in Sep- 
tember these indices of general business 
were on the average running slightly below 
normal, and in the spring of this year they 
were running on the average of about 10 per 


cent above normal, whereas in the past month 


they were just about at normal. They indi- 
cate, therefore, a heavy volume of business, 
although not as heavy as last spring. They 
indicate a condition of prosperity, but of 
somewhat less vigorous prosperity than in 
preceding months this year. 


Harvard Economic Conference 


| ade years ago the authorities of Har- 
vard University undertook the establish- 
ment of a research organization which would 
study in scientific fashion current economic 
events, and attempt to predict for the bene- 
fit of business men what the course of busi- 
ness was likely to be in coming months. The 
research committee publishes a current re- 
port and once a year holds a meeting which 
is attended by a large number of business 
executives and statisticians. This year’s 
meeting was held during October and was 
the occasion of an exchange of views be- 
tween the representatives of the research 
committee and business executives. 

The Harvard Committee made a state- 
ment to the effect that the business and 
financial developments this fall were so 
peculiar in nature that no positive prediction 
as to the future could as yet be ventured, 
but they gave it as their opinion that the 
condition of business would be likely to 
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ICHIGAN has this year grown about 6,506,000 bushels of 


white beans. 


This will be fully 65 per cent of the white 


beans grown in the United States. 


As business men from coast to coast eat their favorite noon- 
day soup, and New Englanders their week end dinner of beans, 
they seldom think of Michigan as the “‘Bean State.” 


The bean crop is but another of many ;business reasons 
why your bank should have the best connection obtainable 
through which it may serve your customers efficiently through- 


out the Great Lakes Region. 


DETROIT 


FIRST NATIONAL BANK 


MICHIGAN 


The First National Bank, the Central Savings Bank and the 


First Nationa] Company of Detroit, are under one ownership. 


improve in the coming six months, and the 
recession in activity which has occurred 
since last spring would turn out to be in 
the nature of a readjustment rather than 
a depression. The Harvard statement was 
based on three major factors: 

1. In August and September there was 
a marked rise in commodity prices, as in- 
dicated by the fact that the Department of 
Labor index was nearly 3 per cent higher 
in September than in August. A _ price 
change of this sort is usually an indication 
of favorable business conditions, as it tends 
to show an excess of demand over supply. 
In this particular case the advance was 
largely the result of changes in the prices 
of farm products, which have continued in 
October. The price of cotton, for example, 


has reached a new high quotation for the 
year of 31.75 cents a pound in the New 
York market. Corn has sold for $1 and 
has been nearly 60 per cent higher than in 
January. Cattle, oats, wheat and hogs are 
also selling at higher prices, These price 
advances were more than sufficient in Sep- 
tember to offset a decline in the prices of 
many commodities used largely in industry. 

2. Retail trade in the view of the Har- 
vard Committee has continued to be good, 
indicating a heavy consumption of goods 
by the ultimate consumer. The reports of 
the Federal Reserve Banks for the sales 
of department stores have been running in 
the neighborhood of 10 per cent larger than 
a year ago. 

3. Money rates have continued to be easy 
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right through the summer and fall. It has 
almost always been true in the past that 
a period of business recession has been 
marked by high money rates, and these 
high money rates have been one of the most 
important factors in producing the reces- 
sion. Business has been curtailed because 
it has not been able to secure the funds 
required at a reasonable rate. The Harvard 
Committee has felt that in one way or an- 
other any genuinely serious situation in busi- 
ness would find its reflection in stringent 
money conditions. After the 15th of Oc- 
tober evidence appeared of still easier money 
rates. Commercial paper in New York sold 
generally for 5 to 5%, as compared with 
5% to 5% previously. This would seem to 
indicate an unusually early culmination of 
the seasonal credit demands of autumn and 
would lend support to the Harvard asser- 
tion that money rates were unusually easy 
considering the direction in the movement of 
business. Accompanying easier money rates, 
bond prices have stiffened somewhat, par- 
ticularly prices of Liberty bonds. 


An Opposite View 


HE discussion by business men at the 

Harvard Conference brought to light an 
opposite view to that put forward tenta- 
tively by the Harvard Committee. These 
business men pointed out that the rise in 
prices was almost wholly due to a lower 
production of certain agricultural products 
and that commodities connected with in- 
dustry and many phases of business continue 
to decline. They pointed out also that re- 
tail trade in the rural districts affecting 
some 35 per cent of the population is far 
from good. The situation as far money 
rates are concerned was much more diffi- 
cult to explain. On this point an interesting 
theory has been put forward, however, to 
the effect that in the current situation the 
“sick loan” committee has taken the place 
of high money rates in placing pressure 
on business. Since 1920 practically every 
large bank has appointed a committee, or 
at least an officer, whose duty it should 
be to nurse the “sick loans” or the “sick 
babies,” as they are often called. This 
committee has in and out of season sought 
to reduce the liability of the banks for loans 
contracted in 1920, and it may safely be 
asserted that the constant reports of the 
“sick loan” committee to the officers and 
directors of banks has resulted in an un- 
usual type of pressure against loan expan- 
sion, which at the present time may be 
exercising a considerable influence in pre- 
venting business expansion. Bankers report 
particularly that constant caution has been 
necessary against loading up with real es- 
tate loans. 


Inventories on Hand 


A® exceedingly interesting test of the 
soundness of any business situation is 
the amount of stocks of goods which are 
held and in that respect also the evidence in 
the current situation is mixed. Current re- 
ports indicate that there are unusually large 
stocks of pig iron, crude oil, rubber tires, 
paper and probably of certain other com- 
modities. On the other hand, a good many 
industries are running much closer on in- 
ventories than they did in 1920, and in fact 
as close as they were a year ago. As cases 
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in point may be mentioned automobile manu- 
facturers, manufacturers of electrical goods 
and city department stores. 

The Famous Players-Lasky Corporation 
has just announced the stopping of further 
output of motion picture films, while the 
present large stocks of films are being dis- 
tributed and pending a readjustment of 
costs in that industry. The vice-president 
of Universal Pictures Corporation states the 
situation vigorously : 


“Adolph Zukor, President of the Famous Play- 
ers-Lasky, was right. Production conditions are 
and have been outrageously abnormal. It would 
be a great thing if all studios could close their 
doors until the people who have been forcing costs 
skyward have a chance to wake up. The only rea- 
son why Universal has not closed its studios is 
because it would leave us with so many unfinished 
negatives on hand that we would risk a loss of 
over a million dollars. When these negatives are 
finished we intend to shut off production as- close 
to the complete stopping point as our releasing 
contracts will permit.” 


A Price Era 


NE characteristic of the present situa- 

tion from whatever point of view it is 
approached is the prominence in any dis- 
cussion of the relation between cost and 
price. Industrial costs are high, but there 
is vigorous resistance on the part of the 
consumer to high prices for the finished 
product. This situation may be illustrated 
by quotations from a number of members 
of the National Wholesale Dry Goods As- 
sociation, whose opinions have been pub- 
lished in the Market Service Letter of that 
organization : 


“Manufacturers rather hestitate in advancing 
prices on both immediate and spring orders, realiz- 
ing that every advance means curtailment in the 
purchases on the part of the retailer and the 
consumer, In a good many cases where goods 
have been sold by the manufacturer at about cost, 
the advance in cotton and cotton yarns has made 
it absolutely necessary to advance the price of 
the merchandise.” 


“There is too great a difference between the cost 
of merchandise and what we can get for the same 
pa attraction even to the small orders obtain- 
able.” 


“We cannot see any reason for not expecting 
to have a good normal spring business, but state 
without hesitation that this is a time to ‘watch 
your step’ and that prices cannot be advanced on 
any line of merchandise without affecting sales 
adversely very much.” 

The department stores testify to the same 
general experience. It is always possible 
to sell very large quantities of goods by 
advertising a special sale and offering bar- 
gain prices, 


Consumer Inventories 


NE element in the situation which may 

be of importance is the fact that today 
as never before individual purchasers have 
mortgaged their future income by buying 
houses, automobiles, furniture, etc., on the 
installment plan. Such purchases clearly 
constitute at the present time a far from 
negligible percentage of the total national 
income. The building and automobile boom 
of the early spring have resulted in part 
from this advance buying. It is a growing 
tendency in American life which needs care- 
ful appraisal. It probably leads to a degree 
of rigorous thrift that has never been prac- 
tised before by large numbers of people. 
On the other hand, it places many people 
in a situation where any financial reverse 
would be very serious. The complete im- 
Plications probably will not be understood 
until we have had longer experience with 
this type of buying. 
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National Bank of Commerce 
in New York 


Established 1839 


STATEMENT OF CONDITION, SEPTEMBER 14, 1923 


RESOURCES 
Loans and Discounts.$291,479,032.51 
Overdrafts, secured 
and unsecured .... 
United States Securi- 


Other Bonds and Se- 


Stock of Federal Re- 
serve Bank ....... 


Banking House .... 

Cash in Vault and 
due from Federal 
Reserve Bank ..... 

Due from Banks and 
Bankers .. 


Exchanges for Clear- 
ing House 


Checks and other Cash 


Interest Accrued 


Customers’ Liability 
under Acceptances. 


5.29 
24,053,721.86 
5,735,087.39 
1,500,000.00 
4,000,000.00 
43,307,009.68 


46,559,849.81 


2,341 ,380.26 
1,261,908.37 


16,355,921.28 


$442,426,738.88 


LIABILITIES 
Capital Paid up $25,000,000.00 


Surplus 
\ Undivided Profits..... 14,449,281.90 
10,103.50 
329,904,945.64 


with 
Reserve 


Dividends unpaid ... 
Deposits 


Bills Payable 
Federal 


20,000,000.00 


Reserved for Interest, 
Taxes and other 


Purposes 5,584,232.75 


Unearned Discount.. 1,750,785.10 


Acceptances executed 


for Customers .... 16,879,048.33 


Acceptances sold with 


our Endorsement .. 3,848,341.66 


$442,426,738.88 


CHAIRMAN OF THE BOARD 
JAMES S. ALEXANDER 


PRESIDENT 
STEVENSON E, WARD 


VICE-PRESIDENTS 


J. HOWARD ARDREY 
JOSEPH A. BRODERICK 


LOUIS A. KEIDEL 
DAVID H. 


JOHN E. ROVENSKY 


G. PENNY FARIS R, RUSSELL 


SECOND VICE-PRESIDENTS 


HARRY P. BARRAND 
THOMAS W. BOWERS 
LOUIS P. CHRISTENSON 


OSCAR L. COX 
ELMORE F. HIGGINS 
ARCHIBALD F. MAXWELL 


EDWARD H. RAWLS 
EVERETT E. RISLEY 
HENRY C. STEVENS 


FRANZ MEYER 


CASHIER 
ROY H. PASSMORE 


AUDITOR 
PAUL B. HOLMES 


DIRECTORS 


JAMES S. ALEXANDER CH 
DAVIS 


NC 
EDWARD D. DUFFIELD 


General Well Being 


4 pn business situation of the day is, 
therefore, a mixture of new and old 
elements pointing from one point of view 
to a further recession in business, and from 
another point of view to a continued good 
volume of trade. Meanwhile the recogni- 
tion of dangers in the current situation is 
a wholesome sign. The checking in the 
extension of bank loans in particular is 
an element of soundness. If there is a de- 
pression, it should not last long nor bring 
with it very serious results. 


While we wait the outcome of present 
tendencies, it is clear that the general well 
being of the population is on a high level. 
Recent increases in agricultural prices im- 
prove the purchasing power of the farmer. 
Wages are high, while the cost of living 


ARLES E. DUNLAP 
HERBERT P. HOWELL HARRY B. THAYER 


JOHN G. SHEDD 


VALENTINE P. SNYDER 


THOMAS WILLIAMS 


shows only a moderate increase from last 
year, amounting to about 5 per cent. It is 
clear that in any historical review the 
present will be recognized as a period of 
prosperity in this country. 

The proposal for an international con- 
ference on German reparations is the first 
bright spot in the discussion of foreign 
conditions which has been in evidence for 
many months. Meanwhile the old conditions 
continue, German currency continues to de- 
preciate. The flow of gold to this country 
is as large as a year ago. Sterling exchange 
thas reached a new low point for the year, 
as we come into the midst of the heaviest of 
seasonal requirements for American ex- 
change for the shipment of foodstuffs 
abroad. At the basis of any care for these 
ills lies some settlement of the reparations 
problem. 


HENRY W.de FOREST GEORGE E. ROOSEVELT JAMES TIMPSON 
4 Po CHARLES B. SEGER STEVENSON E. WARD 


No. 4 of a series of talks on the 
means of testing an appraisal 


Appraised — 
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but how ? 


Value is not an obvious quality. Its determination, there- 
fore, may be either a matter of conjecture or a marshalling 
of the evidence which justifies and proves the stated value. 


Appraisals may be judged, therefore, by the extent to 
which conjecture is subordinated to the establishment of 


facts. 


Provability is of fundamental importance. 


The American Appraisal Company’s appraisals are prov- 
able because they are based on careful detailed investi- 
gation of the property by trained appraisers, the prediction 
of value on historically verified facts, the recognition 
throughout the entire organization that an appraisal is in 
reality the counting of money—the dollars represented by 


property. 


The provability of American Appraisals has been demon- 
strated in hundreds of instances before courts, govern- 
mental agencies, insurance adjusters, boards of arbitration, 


bankers and others. 


The American Appraisal Company 


Milwaukee, Wisconsin 


Atlanta 
Baltimore 
Boston 
Buffalo 
Chicago 


Cincinnati 
Cleveland 
Detroit 
Indianapolis 
Los Angeles 


Minneapolis 
New Orleans 
New York 
Philadelphia 
Pittsburgh 


San Francisco 
St. Louis 
Seattle 
Syracuse 
Tulsa 
Washington 


The Canadian Appraisal Company, Ltd., Montreal, Toronto 


INVESTIGATIONS VALUATIONS REPORTS 
INDUSTRIALS PUBLIC UTILITIES * NATURAL RESOURCES 
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“Has Lifted High” 


(From Manufacturers Record) 


F the members of the American Bankers 

Association will carry out to the fullest 
extent possible their dedication to the high 
aim set forth in their declaration of princi- 
ples at Atlantic City, they will accomplish 
more for the betterment of the world than 
they can ever accomplish through their 
financial power. The closing paragraphs of 
this declaration are as follows: 


In the midst of the many puzzling economic 
problems which the world faces today, largely 
resulting from the political differences and am- 
bitions of rival nations, the conclusion is inevi- 
tably forced on the impartial observer that the 
primary need of the world is moral and spiritual 
regeneration as the essential basis for economic 
recovery. 


Until the nations of the world are willing to 
liquidate their hates, they can make slight prog- 
ress toward liquidating their debts. 

Until the dominating forces of greed and sel- 
fishness are mitigated i a higher regard for the 
rights of others, until a larger 
national good-will supplants racial animosities, 
until a higher regard for moral obligations and 
human welfare characterize the practices of men, 
the many economic problems incident to the opera- 
tion of these evil forces will await solution. 

While the purposes which dominate the coun- 
cils of the nations are political, rather than eco- 
nomic, are selfish rather than fraternal, are fol- 
lowing the forces of expediency and opportunism 
rather than the ends of justice and righteousness, 
there can be little hope for improvement in the 
existing order. 

Until ideals of human welfare, of a just distribu- 
tion of earth’s bounties and a righteous observance 
of the common good are more firmly implanted 
in the minds of men, we must expect the constant 
conflict of interest and its expression in political, 
social and economic disorder. 

To the ends of a better understanding, not 
only of the purposes of business, but of life, that 
a better order may be established among men, 


degree of inter- 
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the bankers of America dedicate themselves in 
united effort to attain and maintain those ideals 
of civilization upon which alone human society 
can soundly rest. 

Brave, strong, true words. They chal- 
lenge the business man’s attention, for they 
are addressed to business men, 

The world does indeed need moral and 
spiritual regeneration. Without it there 
will be no permanent peace in the world. 
The hatreds of Europe running through 
thousands of years inbred in races cannot 
be wiped out in one generation or in many 
generations unless there be a complete spir- 
itual regeneration of Europe and of the 
world. 

Nations are as the individuals in the na- 
tion—good or evil. The problems which 
the bankers had expressly in mind regard- 
ing the conditions in Europe apply with 
equal force to this country. 

America needs a_ spiritual awakening. 
America needs a revival nation-wide and 
the world needs it world-wide, a revival 
of genuine, unadulterated character-making 
religion, the religion of Christ. 

There can be no safety for business, for 
peace, for world harmony, except it be 
founded on a spiritual regeneration of man- 
kind. 

The bankers gathered at Atlantic City 
dedicated themselves to a united effort to 
attain and maintain these higher ideals of 
moral and spiritual regeneration as the 
only basis on which human society can 
soundly rest. 

All honor to the men who wrote that 
report, all honor to the men who voted in 
favor of it and all honor to every American 
banker who honestly dedicates his life to 
a cause so supremely good. 

Bankers have a tremendous influence for 
evil or for good. They can help to estab- 
lish or destroy the moral and spiritual forces 
of the community in which they live. 

The banker who disregards character in 
the making of loans lowers the moral tone 
of his directors, his clerks and his com- 
munity. 

The banker who seeks to make a personal 
profit by a side commission for the loans 
he may be able to place for his customers, 
or makes usurious charges, is planting the 
seeds of hatred of banking in the hearts 
of his customers. 

The banker deals with the money of his 
community, its aggregated tangible wealth 
in the shape of money is deposited in his 
care as a trustee. He must use it for the 
good of his depositors as well as for the 
good of his stockholders. 

No bank ought to accept a deposit until 
the prospective depositor’s character has been 
passed on, There was once a bank in New 
York, we hope it still maintains that stand- 
ard, which so carefully guarded its deposi- 
tory accounts that the man who could give 
a check on that bank was generally accepted 
as being a man of integrity. The bank 
which receives deposits from known violat- 
ors of the law, the prohibition law or any 
other, or loans money to known law violat- 
tors, the bank which regards the collateral 
of more value than the character back of 
the man who owns the collateral is a distinct 
force for the breaking down of the moral 
tone of a community. 

No banker who does not stand foursquare 
to every wind that blows on all of these 
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points.can possibly conscientiously promise 
to dedicate himself in accordance with this 
proclamation of the American Bankers As- 
sociation to the development of the idealism 
of moral and spiritual regeneration not only 
as the essential basis for the economic re- 
covery of the world, but for the develop- 
ment of those ideals upon which alone busi- 
ness itself and all civilization can rest with 
any degree of safety. 

The American Bankers Association has 
lifted high above all petty questions of pol- 
itics, of economics, of ordinary business 
problems, the one great outstanding, all- 
embracing truth that for the safety of busi- 
ness and for the safety of civilization, the 
world needs, and must have, a world-wide 
moral and spiritual regeneration. That such 
a statement has been sent forth by the 
Bankers Association will strengthen every 
moral force of this and every other country. 

It is a sign of the times. 


The Kansas Guaranty Law 


N the August issue of this magazine 

there appeared an article, “Kansas Guar- 
anty Certificates,” by Charles F. Scott, edi- 
tor of the Iola, Kan., Register, in which 
he discussed the law providing that deposits 
in State banks shall be guaranteed under 
a State law. 


The JourNAL has received several letters 
from persons in Kansas criticizing the arti- 
cle in general terms. In each case we have 
invited the writers of the letters referred 
to above to specify any inaccuracy, mis- 
statement or unfairness in Mr. Scott’s arti- 
cle; furthermore, in each case, we have 
cordially invited each writer to give us, 
for publication, any statement of fact rela- 
tive to the Kansas Guaranty Law operation 
which he might see fit to prepare. Up to 
the time of going to press we have not 
received any specification of inaccuracy or 
unfairness, nor any statement of fact, from 
which we conclude that there is nothing 
to give. 

The JourNAL has no bias whatever in 
this, or in any other, matter, but it is its 
bounden duty to present all the facts pos- 
sible on banking plans and operations such 
as the guaranty idea, to the end that bank- 
ers may possess the information necessary 
to enable them to see their courses clearly, 
and to the end, also, that the people may 
have such facts as will enable them to 
decide intelligently in giving or withholding 
their support of measures regarding the 
safety of their savings. 


Mr. Scott, the writer of the article re- 
ferred to, is a man whose standing in the 
State of Kansas should entitle his opinions 
to respect. His vocation places him in a 
Position for accurate observation and gives 
him extraordinary means for research. 

His legislative experience and his love 
for his own State add to the authority of 
his statements. He was a member of the 
Kansas Senate from 1892 to 1896, a Presi- 
dential Elector in 1896, a member of Con- 
gress during the 57th, 58th and 59th Ses- 
sions of Congress, and was Congressman- 
at-large for Kansas during the 60th and 
61st Congresses. Mr. Scott is an Ex-Regent 
of the University of Kansas. During 1917 
= was acting President of Emporia Col- 
lege. 


Real Estate Public Relations 


ntile I 


Rererve Sirtem 
EIGHTH AND LOCUST 


In view of Mr. Scott’s wide experience in 
legislative and public affairs, and in view 
also of the fact that up to the present time 
there has been no specific charge of any 
inaccuracy, or unfairness or misstatement, 
it is to be assumed that Mr. Scott has not 
done an injustice to the people of his State. 
Incidentally the Kansas State Bankers As- 
sociation, whose Executive Committee has 
taken exception to his portrayal of the 
misleading nature of the guaranty law, is 
not affiliated with the American Bankers 
Association. There are two State asso- 
ciations in Kansas: The State Bankers 
Association, which is affiliated with the 
American Bankers Association, and the 
Kansas State Bankers Association, which 
came into being when the guaranty law 
was passed. 


Departments: Banking Bond Corporation Real Estate Loan 


Our long experience and close association with St. Louis financial and 
commercial interests make us especially well qualified to handle local business 
of out-of-town banks, trust companies, firms and individuals. 


Safe Deposit Savings Trust 
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Cepital Surplus 
Ten Million Dollavs 


<TO ST. CHARLES 


SAINT LOUIS 


Artificial Silk 


“The Japanese disaster, which involved the 
destruction of about 29,500 bales of raw silk 
in Yokohama, entailing losses of between 
$25,000,000 and $30,000,000, calls attention 
to the enormous expansion in the manufac- 
ture of artificial silk in the United States. 
Production this year will probably be 50 
per cent larger than in 1922, twice that of 
1921 and more than four times the output 
of 1920. The greatest use of artificial silk 
is in the hosiery and knit goods trade. 
Most silk sweaters and knit silk dresses 
are made of artificial silk, and these two 
lines absorb between 40 and 50 per cent 
of the total output.”—Irving Bank-Colum- 
bia Trust Company Review. 
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Does Your Town 


Need A New Hotel? 


Scores of cities, large and small, have secured new, 
modern hotels through the employment of the Hock- 
enbury plan of community hotel finance, 


Where? Well, here’s a list: 
Syracuse, N. Y. Corry, Pa. 
Johnson City, Tenn. Ypsilanti, Mich. 
Las Vegas, N. M. Astoria, Ore. 
Santa Barbara, Cal. Union, S8._C. 


Winfield, Kans. 
Gardner, Mass. 
Seattle, Wash. 
Frederick, Md. 
Salem, Mass. 

Effingham, 
Norfolk, Neb. 


Ocean City, N. J 
Fayetteville, N. C. 
Burlington, N. C. 
New Britain, Conn. 
Michigan City, Ind. 
Petaluma, Cal. 
Northampton, Mass. 


Alhambra, Cal. Tacoma, Wash. 
Mt. Sterling, Ky. Suffolk, Va. 
Niagara Falls, N. Y. Bedford, Ind. 
Bridgeton, N. J Urbana, Ill. 


Beatrice, Neb. 
Cynthiana, Ky. 
Okmulgee, Okla, 
Superior, Wis. 
Perry, N. Y. 


Minneapolis, Minn. 
Shelbyville, Ky. 

Williamsport, Pa. 
Jamestown, N. Y. 
Port Jervis, N. Y. 


Ask banker friends in these towns of the worth of 
our service. Ask them if there would have been a 
new hotel without the Hockenbury plan. 


Or, if you prefer first-hand evidence of what other 
cities are doing, ask us to place your name on our 
list to receive each month a copy of THE HOTEL 
FINANCIALIST; it’s free to members of The 


A.B.A. 


We have a few openings on our sales force 
that mean real opportunity. Our line em- 
bodies various advertising specialties in 
leather, paper and novelties, a line appeal- 
Remunerations 


Aggressive 


ing particularly to banks. 
based entirely upon ability. 
salesmen earning from 250.00 to 600.00 
per month. For particulars, address sales 
manager. 


VheHocKerbury Incorporated 


Penn-Harris Trust Bldg., Harrisburg,Penna. 


Wanted Salesmen With Banking Experience 


THE BRODERICK COMPANY, ST. PAUL, MINNESOTA 


English Bank Policies 
(Continued from page 308) 


2, Affiliated banks operating outside the United 
Kingdom and Ireland in which the National 
Provincial and Union Bank has a controlling 
or important interest: 

Bank of British West Africa—Date of or 
ganization, 1894; paid-up capital, £1,200,- 
000; percentage held by National Provincial 
and Union Bank, 11 per cent; date of 
acquisition of interest, 1920. 

3. Interlocking directors in other 
stitutions operating overseas: 
Through extraordinary  directors—Banque 

Belge pour l’Etranger (London committee) ; 
Union Bank of Australia. 

Through other directors—Bank of Austral- 
asia; British Italian Corporation; Chartered 
Bank of India, Australia, and China; 
Commercial Bank of Spanish America; 
London and Brazilian Bank; National Bank 
of New Zealand; Peninsular and Oriental 
Banking Corporation; British Trade Cor. 
poration, 


E. Westminster Bank 


1. ieaten County Westminster and Parr’s Foreign 
ank, 


important in- 


Branches— 
Belgium—aAntwerp, Brussels, 
France — Bordeaux, Lyons, Marseilles, 
Nantes, Paris. 
Spain—Madrid. 
Date of organization, 1913. 
Capital—Subscribed, £2,000,000; paid-up, 
£1,080,000. 
Percentage of capital held by parent bank, 
100 per cent, 


2. Affiliated banks operating outside the United 
Kingdom and Ireland in which London County 
Westminster and Parr’s has controlling or im- 
portant interest: 

Bank of British West Africa—Date of or- 
ganization, 1894; Pe capital, £1,200,- 
000; percentage held by Westminster Bank, 
11 per cent. 

Royal Bank of Canada—Date of organiza- 
tion, 1869; paid-up capital, $20,400,000; 
percentage held by Westminster Bank, 5 
per cent, 


3. Interlocking directors in other important insti- 
tutions operating overseas: 

Through chairman or one of the deputy chair- 
men—British Italian Corporation; Char- 
tered Bank of India, Australia, and China; 
Peninsular and Oriental Banking Corpora- 


tion. 
Through other directors—Bank of Roumania; 
Colonial Bank; English, Scottish, and Aus- 
tralian Bank; Hambro’s Bank; Hongkong 
and Shanghai Banking Corporation (Lon- 
= don committee); Imperial toman Bank; 
London Merchant Bank; Standard Bank 
of South Africa; Union Bank of Australia. 


Line of Cleavage in 
Foreign Policy 


HY, then, does the Midland Bank 

consistently follow the policy of trans- 
acting its oversea business exclusively 
through foreign agency and correspondent 
banks? Why do the remaining banks in 
the “Big Five” group, in addition, main- 
tain foreign subsidiaries, and acquire and 
hold a stock interest in affiliated oversea 
institutions? Certainly the explanation 
does not lie in any different type of busi- 
ness undertaken throughout the Empire 
or in other countries, for the wide range 
of services offered importers and export- 
ers by each of the “Big Five” does not 
greatly differ from bank to bank. 

During last winter it was my privilege 
to discuss these problems with many lead- 
ing bankers in London, who were exceed- 
ingly generous in expediting certain finan- 
cial investigations undertaken for the De- 
partment of Commerce. In what follows 
a summary and analysis of their points 
of view are attempted. 

In keeping clear of “foreign entangle- 
ments,” the Midland Bank is following a 
well-considered policy in contrast with its 
chief competitors. This is no more a line 
of cleavage between the Midland Bank and 
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the others among the “Big Five” than it 
is a difference of opinion among promi- 
nent bankers. The late Sir Edward Hol- 
den, chairman of the London Joint City 
and Midland Bank, and his successor have 
been the chief exponents of the policy of 
their bank, and although the consensus of 
opinion seems against them, there are di- 
rectors of other banks who hold to their 
view, or who would at least oppose a fur- 
ther extension of their banks’ direct for- 
eign interests. 


Midland’s Reasons 


HE Midland Bank has followed an 
independent course for the following 
reasons : 


(a) The organization of subsidiary for- 
eign banks, or the direct establishment of 
foreign branches, is held to involve the 
usual responsibilities of local deposit and 
commercial banking. The taking of depos- 
its in foreign countries commits a bank to 
the legitimate accommodation of its clients. 
. Experience has shown, it is stated, that 
these clients are readily attracted by the 
more speedy and efficient service of British 
banks in the ordinary transactions touching 
the depositor. The foreign business is for 
this reason profitable in times of compara- 
tive stability, but has elements of great 
risk when critical conditions increase the 
demand for credit on the part of firms 
whose reliability cannot possibly be as ac- 
curately ascertained by the British as by 
the native banker. 


(b) Extensive agency relations with for- 
eign banks throughout the world have con- 
firmed the Midland Bank in its policy of 
avoiding competition in the territory of its 
correspondents. Sir Edward Holden, whose 
principles the Midland Bank is following 
today, was the pioneer in acceptance, col- 
lection and foreign exchange business among 
English joint-stock bankers. A considerable 
business has been built up by reciprocal ser- 
vices with important foreign banks attracted 
to agency arrangements with this powerful 
institution, and the Midland Bank enjoys 
a most extensive foreign-acceptance busi- 
ness. 


The present chairman holds that the es- 
tablishment of branches or controlled “for- 
eign” banks would be costly in its effects on 
the good will of cooperating native banks, 
which expect right of way in their own 
field and a certain amount of exchange 
and collection business. These close work- 
ing arrangements enable the bank to meet 
satisfactorily the needs of its clients. It is 
maintained that their interests must not 
be endangered by hazardous, though profit- 
able, new ventures committing the bank 
to obligations of indefinite magnitude far 
from its base. This paragraph from the 
chairman’s address at the annual general 
meeting of stockholders in 1921 states the 
whole matter succinctly : 


We have no branches or affiliations abroad. We 
have refrained from competing with our foreign 
friends in their own country and I can not help 
thinking that we have gained favor in consequence. 
We have no present intention of deviating from 
this policy, which, besides having the merit of 
enabling us to extend our relations with foreign 
banks, gives greater security to our domestic de- 
= by restricting our activities to the home 

eld. 


RRANGED for established, successful en- 


terprises, to provide permanent capital for 


Corporate EXPANSION 


Financin CONSOLIDATING FUNDED. DEBT 
& FUNDING FLOATING DEBT 
ADDITIONAL. WORKING CAPITAL 
REFUNDING HIGH-INTEREST | 
RATE ISSUES | 


The scope of our Corporate Financing Service 
includes careful analyses of the operations and 
financial requirements of each enterprise; the 
preparation of plans for financing and the nego- 

‘ tiating with the appropriate banking source best 
Wm. A. White & Sons equipped to promptly accomplish the underwriting. 


Our service is rendered for a reasonable charge, 


Established 1868 previously agreed upon, and to be paid only in 
46 Cedar Street the event of the consummation of the sale. 

PROPER PRESENTATION TO THE RIGHT BANK- 

New York City ING SOURCE IS OF PARAMOUNT IMPORTANCE. 


1- HEAVILY HAND GUMMED FLAP 
WILL STAY STUCK 


2- TURN- OVER LIP AT MOUTH 


3,4- ANGULAR OVER LAID SIDE WINGS 
TO PREVENT “STEAMING OR FISHING” 
FOR CONTENTS 


Safety First in SafeTseals 


Bushnell’s Mailgray SafeTseal Envelopes thoroughly safeguard 
their contents. Their three safety features eliminate any possi- 
bility of tampering. 


Note the construction as shown in the diagram above. The 
angular overlaid sidewings prevent steaming and fishing for 
contents, the turn over flap at the mouth prevents tearing the 
contents when the envelope is opened; a heavily gummed 
flap that stays stuck. 


Mailgray is a specially made stock from which SafeTseal 
Envelopes are made. Its conservative color, toughness and 
light weight make it an ideal stock for this use. It is tough 
enough to be safe and light enough in color to make printing 
and addresses plainly legible. 


a 
: ALVAH BUSHNELL CO. 
4 929 Filbert St., Philadelphia, Pa. 


. Please send for examination and trial 


ALVAH BUSHNELL CO. ‘ss 


Sample Envelopes will gladly be sent 
on request. 


mes. 

Philadelphia | 
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Hard to Trace 


the independent policy of 
the Midland Bank is as much the re- 
sult of evolution as of close reasoning. A 
leader among English banks in perfecting 
agency arrangements overseas, it is natural 
that it should have hesitated to enter into 
foreign deposit banking. The advisability 
of establishing a foreign bank, or branch, 
in France has been twice considered and as 
often rejected. Yet it is difficult to say 


whether the direct competition of other 
ER I E “Big Five” banks in Belgium, France and 
y * Spain, or their indirect competition else- 


where by affiliated foreign banks, has led 

any native banks to transfer their British 

business to the Midland Bank. Such things 

are hard to trace. It is maintained that 

- . this bank has gained more than its share 

The element of service 1n the ab- of new business because of the policy of 

: : its competitors, and for this reason it finds 

stract may be over emphasized In an independent course more profitable than 
advertising for bank accounts: up might otherwise be the case. 


pretty generally standardized. . DIFFERENT set of reasons has im- 
— ° ° pelled other banks to enter the imperial 
Some of the distinctive service ad- and foreign fields more directly during re- 
1 _. cent years. In considering their motives, 
vantages at the disp osal of our Cor it becomes evident, however, that they have 
respondents arc > no intention of expanding indefinitely, los- 
ing their essentially domestic character, or 
" absorbing the peculiar functions of other 
A twenty four hour Transit financial institutions. In fact, several 
Department. prominent bankers hold that the limit of 
. direct extension in foreign fields has been 
’ ; reached for the present at least. The con- 
Private telep hone wires to siderations which have favored this exten- 

New York and to the local sion since the war are as follows: 
(a) The demand for facilities from 
telegrap h office. an unprecedented foreign trade and the 


h f ] hi desire of British bankers to be on hand 
No c oer or telegrapnic to profit from an expected continental boom 
encouraged them to try out the possibili- 

transfers of funds. ties in this field. Indeed, it is likely that, 
Di ll ° : without the war and the following infla- 
irect collection service. tion, the joint-stock banks would not have 


become very active in adjacent European 


All items, cash and collec- countries. The anticipated prosperity did 
not materialize; but it is an interesting fact 


tion, wher ever payable in the that the unsettled exchanges and the troubled 


United States, received at par. conditions of Europe have given Brit- 
ish foreign branches a considerably greater 


deposit business than their superior facili- 
ties alone would have earned them, while 
there has naturally been much activity in 
transferring balances from a less to a more 
certain currency. 


THE 
PH ] AD E PH IA (b) Although foreign banking has been 
: on the whole profitable, it was entered pri- 
marily for the accommodation of domestic 
clients. Earnings have been subordinated 


to service. Conveniences of deposits, ex- 
change and collection have been provided 
for British travelers, exporters and he 
orters. Certain acceptance facilities whic 
PHILADELPHIA, PA. omit not as readily be granted by mer- 
chant bankers and acceptance houses have 
been developed. The general attitude among 
officials is that they had to offer these ser- 
vices. It is probably more accurate to say 
that they did not relish losing a part of 
their clients’ business if they could as well 
undertake it themselves, and in so doing 
train part of their staff in the technique of 
oversea banking. 
(c) The competition with foreign banks, 
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therefore, seems more apparent than real. 
Deposit accounts in France, Belgium and 
Spain are largely for British firms oper- 
ating locally, or for native firms in con- 
nection with their British business, The 
same is true of loans and advances. De- 
posit accounts for foreigners in the local 
currency and for local purposes are not re- 
fused; neither are they solicited. It has 
been stated that the efficiency of British 
banking, and conditions on the Continent 
have brought much business, but the com- 
petition does not seem to have been ac- 
tive enough to create open ill will among 
Continental banks acting as agents and 
correspondents. 

(d) A further reason for the creation 
of “foreign” banks, and for affiliation with 
British institutions operating overseas, is 
the desire to obtain current information 
from entirely dependable or controlled 
sources. American banks are not the only 
ones that suffered from the lack of such 
information in the boom, and its aftermath 
of frozen credits, unclaimed goods, and 
sacrifice sales in 1920 and 1921. 

The entrance by four of the “Big Five” 
banks through their “foreign” banks into 
the field of foreign banking has not gen- 
erally gone further than Spain, France and 
3elgium. If other British banks had not 
pioneered in Latin America, Asia and Af- 
rica, the great banks would doubtless have 
been compelled, for the benefit of their 
clients, to establish branches for the pur- 
pose of offering ordinary banking services. 
As it is, the extension of interest in these 
wider areas has come by way of an affilia- 
tion with colonial and other British over- 
sea banks, and mainly for reciprocal busi- 
ness and the exchange of information. The 
same is true of connection through common 
directors. 


Why¥Foreign Subsidiary Banks 
Have Superseded Foreign 
Branches 


HE four banks in the “Big Five” group 

which maintain direct foreign interests 
do so for the most part through subsidiary 
“foreign” banks. These are listed in the 
foregoing. They are private British limited 
companies, owned outright by the parent 
banks. The staff and offices, are of 
course, entirely separate, but the interests 
of the main and “foreign banks” are com- 
pletely merged by interlocking directors. 

The “foreign banks” do not serve as 
oversea departments for the parent 
banks, for each of the “Big Five” has an 
active foreign department of its own. The 
offices of the “foreign banks” are in near- 
by Continental countries, where they en- 
gage in deposit and commercial banking, 
offer facilities ordinarily required by Brit- 
ish traders, and act as correspondents for 
the parent banks in quite the same way 
as any closely allied non-British institution 
might do. There is, therefore, no active 
competition between the oversea depart- 
ment and the “foreign bank.” Moreover, the 
maintenance of a separate institution sim- 
plifies administration, and in theory it dimin- 
ishes capital risks. 

One reason for establishing separate “for- 
eign banks” rather than foreign branches 
is the desire to escape the burden of exces- 
sive foreign taxation. Recent Spanish leg- 
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This new bank home is now one of 
the prominent buildings in New York 
City. The institution uses Brandt 
Automatic Cashiers as a means of 
expediting their splendid banking ser- 
vice. 


The Brandt comes near being stand- 
ard equipment in prosperous banks 
large and small throughout the coun- 
try. It displaces the old, wasteful 
head and hand method of making 
change. Gives instantaneous, me- 
chanical service, combined with never- 
failing accuracy. 
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A Few of the 
26,000 Brandt Users 


Guaranty Trust Co., New York 
City 


Con. & Conn. Nat’l Banks, Chi- 
cago 31 

Irving Bank-Columbia Trust Co., 
New York 81 


Mechanics & Metals Nat’l Bank, 
New York 10 


Bank of Manhattan Co., 
York City 
First Nat’l Bank of Boston 


Cleveland Trust Co., Cleveland.. .67 
National Shawmut Bank, Boston.10 
First National Bank, Chicago.....16 
Illinois Merchants Trust Co., Chi- 
cago 22 


Security Trust & Savings, Los 


Have your secretary mail the 
coupon for copy of free Booklet 
especially prepared for progressive 
bankers, 


BRANDT MANUFACTURING CO. 
Executive Offices and Factory, 
102 W. Main St., Watertown, Wis. 
Send me copy of Book: “Five Questions Every Banker 
Should Answer.” 


To Bigger 
Profits 
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islation imposed a tax on the entire capital 
of any foreign bank having branches in 
that country. This charge restricted and 
in many cases would wipe out, any profit 
accumulating from operations in Spain, and 
as a result the Westminster Bank trans- 
ferred what remained of its branches in 
that country to the jurisdiction of London 
County Westminster & Parr’s Foreign Bank 
(Paris), whose capital is comparatively 
small. Similar dangers might arise from 
French and Belgian taxation and are 
avoided by the organization of separate 
companies. 


Scott County Savings Bank, Davenport, lowa 


You too will be interested to know of the 
many architectural possibilities that lie in 


First, it can be had in 19 different colors 


Then when properly specified and cut, it 
becomes in many ways the most econom- 
ical stone you can use, 

These aré but a few of the facts told of 
in a booklet, Architectural Granite, that is 
yours for the asking. 

If you will write us, we will gladly send 
you a copy, and are ready, at any time to 
cooperate with you, or your architect, on 
the question of new or alteration work. 


National Building Granite Quarries Association. Inc. 
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There is another and less obvious factor. 
The moral support of the parent bank is 
always implied, and for ordinary purposes 
is much the same for a subsidiary as for a 
direct branch. Upon opening any new of- 
fice there is an undertaking to provide for 
the legitimate needs of the local client, and 
under no condition can the branch be left 
unprovided for. On the other hand, it is 
at least conceivable that in time of great 
stress the parent bank could abandon its 
subsidiary by refusing to go beyond a cer- 
tain point in meeting the demands of its 
foreign clients. The capital investment in 
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the shares of the owned bank might be 
wiped out, but its failure could not directly 
involve the parent bank, whose depositors 
would be safe. This is, however, an ele- 
ment of theoretical rather than practical 
safety. 


Services Rendered 


HE balance sheets of the “Big Fiye” 
give no separate statement of business 
transacted primarily for the international 
movement of goods. The “foreign” banks 
being private companies publish no figures 
whatever, and estimates would be mere 
guesswork. However, the item “acceptances 
and engagements” appearing in statements 
of the great banks must represent chiefly 
oversea business. The importance of wide 
agency relations with foreign banks is re- 
flected in the larger acceptance figures of 
the London Joint City and Midland Bank, 
although this is a comparatively small line 
of business for any of the domestic banks, 
Acceptances probably constitute the 
greater part of the liabilities incurred as 
“acceptances, indorsements, engagements, 
etc.” Most of the remainder are confirmed 
credits entered at the maximum figure and 
transferred to acceptance or other liabili- 
ties, as the case may be, when the credit 
has been made use of. 

Acceptances of the joint-stock banks for 
the accounts of foreign firms or individuals 
are incurred at the instance of oversea cor- 
respondent banks. The liability thereby 
contracted takes the form of credits 
granted on account of the agency bank 
rather than the individual or firm for whom 
the bill is drawn. This enables the banks 
to handle with comparative safety a large 
volume of bills having unknown foreign 
names. For certain domestic importers— 
particularly importers of raw cotton—bills 
are accepted without the mediation of a for- 
eign bank, but this is service to the banks’ 
own clients in stable businesses long 
financed along clearly marked lines. 

The accommodation enjoyed by each for- 
eign correspondent rests upon its working 
agreement with London. The maximum 
credits to be opened on behalf of the for- 
mer’s clients may be roughly proportional 
to the amount of cash deposits with the 
British bank; or where the arrangement 
with the agency bank is new, securities may 
be held as a further factor of safety. 
Growing demands are met by raising the 
limits of accommodation and waiving spe- 
cific guaranties as the correspondent banks 
prove their complete reliability, In their 
extensive ramifications the great banks have 
many trusted foreign correspondents, with 
whom business is transacted on a basis 
of entire mutual confidence. 

As a general rule, these working arrange- 
ments reduce to the minimum competition 
between the “Big Five” and their oversea 
agency banks with respect to deposits from 
foreigners. Individuals or firms desiring 
to open an account in London are fre- 
quently referred to their own banks with 
the suggestion that the London facilities 
desired be arranged through a correspon- 
dent bank. In a word, the foreign facili- 
ties granted by the “Big Five” are gener- 
ally for, or through their own clients. 
Overseas, clients are principally banks; at 
home, individuals, firms and companies. 
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Creating Acceptances 


T HE joint-stock banks are, therefore, not 
only an important factor in the accep- 
tance market, where they are always buy- 
ers and lenders (directly and through the 
bill brokers), but they have also absorbed 
a share of the business of creating accep- 
tances. Although the profits of this ser- 
vice are split between the London bank and 
its correspondent, the fees are no higher 
than those of acceptance houses. The fact 
that London is still the clearing center of 
the world has thrown a certain amount of 
business in the way of the “Big Five,” 
which the natural development of their 
functions has led them to absorb. 

The further services offered through the 
foreign departments of the great banks are 
of the usual type. A striking expansion of 
service by the banks since the war has been 
the extensive dealing in foreign currencies 
and bills which, before the war, were prin- 
cipally handled by London branches of for- 
eign banks. Exchange is bought and sold, 
and the derangement of the world’s cur- 
rencies has caused a considerable develop- 
ment of the market for futures. More- 
over, overdrafts are occasionally permitted 
for foreign clients who are purchasers of 
British goods, and for whom an immediate 
settlement would involve heavy losses 
through exchange. Exchange problems are 
simplified for domestic clients by bookkeep- 
ing services permitting the deposit in agency 
banks, on their account, of amounts due 
from foreign firms and held in foreign cur- 
rencies. Securities are also purchased on 
foreign order, 


Outlook for Joint-Stock Banks 
and Private Bankers 


HE interest of the “Big Five” in foreign 

business is largely a development since 
1905. Rapid expansion of facilities did 
not occur until the war period and the 
years immediately following. Since 1914 
the joint-stock banks have been steadily 
gaining on the private houses in the rela- 
tive importance of their foreign exchange 
transactions. It is probably a safe estimate 
that in 1914 approximately 10 per cent of 
the acceptances in London were made by 
the “Big Five,” and that at present they 
are responsible for at least 30 per cent. 
As to this, there is much difference of 
opinion, and accurate figures are not ob- 
tainable. Other estimates place the share 
of acceptance business now controlled by 
the joint-stock commercial banks at a higher 
tatio. 
: This does not mean that the domestic 
joint-stock bank is encroaching upon the 
peculiar functions of the acceptance house 
and the private bank. The most cordial 
relations exist between them, and there are 
undoubtedly certain types of service in 
which the commercial bank will always de- 
fer to the superior facilities of the mer- 
chant banker, Many directors in the “Big 
Five” banks are also partners in private 
firms, and it is universally admitted that 
the bill brokers, issue and acceptance houses 
among the latter are a permanent and es- 
sential factor in the London mechanism. 
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Texas Guaranty Fund Has 
Paid $10,000,000 


P ermanent F und Has Never Been Exhausted, Nor Has 
the Maximum Assessment Ever Been Levied. Present State of 
the Fund. A Comparison With the Federal Reserve Require- 


ments. 


By T. P. PRIDDIE, JR. 


Recent Amendments Enacted to Strengthen the Plan. 


Vice-President Peoples State Bank, Houston ; Formerly Deputy Banking Commissioner, Texas 


N the minds of some of the leading 

State bankers of Texas, the articles 

which are appearing spasmodically in 

financial journals, on the guaranty 
tund plan, are doing an injustice to the state 
banking system of Texas. 

The principal cause of the articles at 
this time appears to be the collapse of the 
plan in Oklahoma. 

It is not my intention to engage in any 
controversy with any system or individual, 
but as it is likely that our law is misunder- 
stood in other states, it is thought pertinent 
and proper to give a resumé of the law and 
the manner in which it has operated. 

The JourNAL of the AMERICAN BANKERS 
ASSOCIATION is selected for this article for 
the reason that it is our periodical and, we 
think, is the best medium. 

Prior to 1906, the State of Texas had no 
banking policy. In that year the legislature 
authorized the establishment of state banks, 
under the usual conditions—capital stock 
paid up in cash; the double liability of 
stockholders; proper supervision of a regu- 
larly established department requiring ex- 
aminations; reports, etc. The panic of 1907 
created such an unsatisfactory condition 
that the leading bankers and legislators of 
Texas felt that a guaranty fund should be 
provided. In 1909, the guaranty law was 
enacted and became effective January 1, 
1910. 

Since that time it has been continuously 
in operation with very few amendments 
No politics have ever entered into its ad- 
ministration. The fund has not been made 
a football of politicians, nor has any 
scandal ever been connected with the hand- 
ling of the fund. The guaranty fund has 
successfully withstood the depression of 
1914, as well as of 1921-23, having paid since 
its inception to the protected depositors, in 
round numbers, the sum of $10,000,000, 
without at any time impairing its permanen- 
cy; without exhausting its assessment re- 
sources; without issuing any deficiency war- 
rants, and without at any time having been 
financially embarrassed or handicapped. 


Reimbursement Feature 


UCH has been said and written con- 
cerning the Oklahoma law. It ap- 
pears that this law was defective and not 
framed to meet an emergency. It appears. 
too, that the highest permanent fund they 
could create was $500,000. The collapse of 


a large bank in Seattle, Washington, which 
some articles say broke the fund in that 
State, has been cited as an example of the 
unsoundness of the guaranty fund idea. The 
last annual report of the Commissioner of 
Banking of the State of Washington ap- 
pears to disclose that the failure of that 
large bank will not cost the guaranty fund 
of the State of Washington anything. The 
trouble with the opponents of the guaranty 
fund idea is that they forget that while 
the guaranty fund may be called upon to 
pay out promptly a considerable volume of 
money, at the same time the guaranty fund 
is reimbursed through the assets of the 
failed bank, which includes the stockholders’ 
assessments, and ultimately the final loss 
may be small. 

Attention has been directed in some ar- 
ticles to what are called enormous losses in 
North Dakota. These amounts paid out 
are not ultimate and final losses, but, even 
though they were, the cust might be well 
charged off in order to stabilize banking 
conditions. 

Attention has been called also to the fact 
that the legislature of Nebraska reduced the 
maximum assessment, which in the opinion 
of the writer of that particular article, was 
a practical repudiation of the idea. I am 
not familiar with the laws of other States 
nor the conditions and circumstances pre- 
vailing. 1 simply make reference to these 
cases as a preface to the statement that the 
guaranty fund law of Texas cannot be com- 
pared with the laws of other States. Cer- 
tainly it is improper and unjust to compare 
a perfect instrument with an imperfect one. 
The guaranty law of Texas, in the light of 
its achievement, must be considered as per- 
fect in that it has to the fullest possible ex- 
tent, met the purpose for which it was 
passed. 


How Fund Is Raised 


HE law provides that a bank shall make 

an annual contribution to a permanent 
fund of one-quarter of one per cent of 
its average daily deposits, exclusive of pub- 
lic or savings deposits. 

One-fourth of this contribution is for- 
warded to Austin, Texas, and held as cash 
in the state treasury, subject to the order 
of the Banking Board. 

The remainder—three-fourths—is left on 
deposit with the individual bank, subject 
to the check of the Banking Board. The 
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Banking Board has never, within the knowl- 
edge of the writer, checked on one of these 
accounts. 

The law originally provided that when the 
permanent fund shall have reached a total 
of $2,000,000—which would be $500,000 in 
cash in the state treasury and $1,500,000 
on deposit in the several banks—that no 
annual contribution would thereafter be 
made, except in the case of new banks. 

This maximum was reached in 1920, and 
in that year no contribution was made. In 
1921, the legislature, however, increased 
this maximum fund to $5,000,000 and con- 
tributions have continued so that the fund 
now stands in round numbers, $3,300,000, 
divided in the manner provided by law. This 
fund is the property of the several banks. 
It represents in each case the bank’s “In- 
terest in Depositors Guaranty Fund.” 
When a bank leaves the system, liquidates, 
or its charter is forfeited for any reason, 
the bank’s share in the fund is returnable 
to the bank. 

In addition to providing a permanent fund, 
the law provides that in the event of the 
permanent fund becoming depleted, or in 
order to meet an emergency, an assessment 
not to exceed two per cent of the average 
daily deposits of a member bank, excluding 
public and savings deposits, may be levied 
to restore the permanent fund or to meet an 
emergency. This provides additional re- 
sources in any one year of approximately 
$5,000,000, which gives the guaranty fund of 
Texas minimum resources in any one year 
of approximately $8,500,000. This maxi- 
mum assessment has never been levied, not 
even during the serious depression of 1920- 
21-22. 


Total Payments 


- the beginning of the law in Texas, 
January 1, 1910, to November 1, 1920, 
the guaranty fund banks had been called 
upon to pay for the protection of depositors 
in defunct banks the total sum of $835,000, 
of which over $500,000 was returned to the 
paying banks through liquidation of the de- 
funct banks. This will make a maximum 
loss over the first ten years, in round num- 
bers, of $300,000, or a per annum cost of 
$30,000, or a per bank cost of about $40 per 
year, 

In November 1920, a failure occurred. 
This was followed by other failures until, 

(Continued on page 338) 
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Texas Guaranty 
(Continued from page 336) 


up to the present time, over fifty banks 
have closed. Some of these have been re- 
organized and reopened; others have either 
been fully liquidated, or are in process of 
liquidation. Other institutions have also 
failed in this State, as well as in other 
States. 

Since November, 1920, the state banks 
have been called upon to pay about $10,000,- 
000 for the protection of depositors of de- 
funct banks. This total has been met by the 
member banks, without, as has been stated, 
exhausting the assessment privilege, and 
without impairing the permanent fund, 
which is now in excess of $3,000,000. The 
guaranty fund banks, on June 30, 1923, were 
carrying on their ledgers an assessment ac- 
count of less than $5,000,000 of the $10,000,- 
000 required, which indicates that a consider- 
able portion has been repaid through liqui- 
dation of the defunct banks. 

The Department of Banking at Austin 
still has nominal assets of $8,000,000, which 
when liquidated will be returned to the 
member banks. Only recently the Depart- 
ment of Banking has returned to the member 
banks $500,000 and the department states 
that before the first of the year an addition- 
al dividend of $1,000,000 will be paid. 

The idea in the minds of framers and ad- 
vocates of the guaranty fund law was to pro- 
tect the citizens of Texas against loss, in 
the event a bank operating under the State 
charter should fail. Generally, within ninety 
days after the closing of a bank—never 
later than four months—the protected de- 
positors have received one hundred cents 
on the dollar in every bank which has failed, 
operating under a State charter in Texas, 
since the enactment of the guaranty fund 
law. We know, therefore, that Texas, 
through its chartered banks, has saved these 
depositors, over 100,000 in number, $10,- 
000,000. The final loss to the member banks 
will, in the opinion of the writer, be less 
per annum than the loss in interest on daily 
balances through membership in the Fed- 
eral Reserve System. 


ITHOUT prejudice, and simply for 

comparative purposes, to show that 
membership in the guaranty fund system 
of Texas does not cost any more than mem- 
bership in the Federal Reserve System, 
the following figures are given :— 

A bank having $1,000,000 deposits will 
be required, if it is a member of the Feder- 
al Reserve System, to keep approximately 
$100,000 with the Federal Reserve Bank 
as reserve, on which it receives no interest. 
Figuring this, at 2% per cent the loss would 
be, in round numbers, $2,500 per year, over 
a period of ten years $25,000. 

Figuring the assessments in the last three 
years and without a recurrence of the same 
conditions in the next seven years, but tak- 
ing normal conditions, the cost to a bank 
with $1,000,000 deposits would not exceed 
$10,000 for the next ten years. 

The promptness with which the guaranty 
fund has met its obligation during the re- 
cent depression has been a factor in reduc- 
ing the nervousness of the depositing pub- 
lic and has been the direct means of pre- 
venting the wrecking of numerous financial 
institutions. The law, more than any other 


one factor, with the possible exception of the 
Federal Reserve Bank, has stabilized bank- 
ing conditions in Texas. It is admitted, too, 
that among the banks which the law has 
saved from failure there are several which 
are not operating under the plan. 

Texas was exceptionally unfortunate, just 
prior to the period of depression to have 
developed an oil field in Western Texas. 
Mushroom growth was experienced, million- 
aires were made over night; land and prop- 
erty previously worthless suddenly became 
worth hundreds and thousands of dollars 
per acre; deposits of banks which prior to 
the boom did not exceed $100,000 went into 
the hundreds of thousands and a condition 
existed for which there was no precedent. 
The depression caught that section of the 
State at its highest peak of inflation and 
over $5,000,000 of the $10,000,000 required 
has been paid, on account of the situation ex- 
isting in Western Texas. Using the town of 
Eastland, Texas, as a center, draw a circle 
with a radius of fifty miles, and within that 
territory over $5,000,000 was paid. Exclud- 
ing that small area, Texas as a whole has 
not been as hard hit as the figures might 
seem to indicate. 


E have seen that the guaranty fund 

law of Texas has withstood the test, 
paid off promptly, and fulfilled its purpose 
of protecting the depositors immediately and 
fully without at any time exhausting its re- 
sources or issuing deficiency warrants, but 
the question naturally arises, What is- the 
banker’s viewpoint and how has it served 
the banker? 

A few banks (not many banks as some 
periodicals state), have converted into the 
national system. It is also true that a few 
national banks have converted into state 
banks. In 1922, the then Commissioner of 
Banking, Hon. E. Hall, called a meeting of 
the guaranty fund bankers in Waco. Sixty 
per cent of the banks were represented Some 
amendments to the law were recommended. 
The meeting unanimously endorsed the 
guaranty fund plan. In 1923, another meet- 
ing was held in Ft. Worth, at which time 
it was decided to incorporate an association 
known as “Texas Guaranty Fund Bankers,” 
which would hav: for its purpose the 
furtherance of the interest of the several 
members. Due to excessive rains, washouts 
on railroads, etc., the attendance was only 
40 per cent. The guaranty fund was also 
endorsed in that meeting. These two meet- 
ings held during and after the time of trial 
indicate the attitude of State banks of Texas 
toward the guaranty plan. It is admitted, 
however, that there are a few who are dis- 
satisfied, for it is not within the scope of 
human ingenuity to please all people. 

The growth of the state banking system of 
Texas has been phenomenal. The propor- 
tion of increase has not been equalled under 
any other system that the writer has been 
able to find in financial history. In 1910, 
there were 409 banks which qualified under 
the guaranty fund law. Their total de- 
posits were $50,000,000, the total resources, 
$72,000,000, total capital, $16,000,000, total 
surplus and undivided profits, $2,750,000. 

Thirteen and a half years later, that is, 
on June 30, 1923, the State banks numbered 
956. total deposits approximately, $250,000,- 
000; total resources, $330,000,000; capital, 
$43,000,000, and undivided profits, $19,000,- 


000. During that period the majority have 
paid handsome dividends. 

Some opponents of the guaranty fund state 
that it encourages loose, speculative, un- 
scrupulous and dishonest bankers. The rec- 
ords actually disclose that the losses jin 
state banks of Texas, through dishonest, un- 
scrupulous and reckless banking, as well as 
by officers and employees of banks, through 
unlawful acts, have been less than in any 
other system or plan of operation in Texas, 
during the life of the guaranty fund, or even 
during the past three years, which in my 
opinion, explodes the theory. 


ig enn admits that the last three 
years have been very unsatisfactory in 
every line of business. It was found, during 
the complications which have arisen, in this 
period, that the banking laws of Texas could 
be strengthened without decreasing the effici- 
ency of the guaranty fund. Therefore, at 
the last sessions of the legislature, several 
amendments were adopted.. The Depart- 
ment of Banking was separated from that 
of Insurance, providing a separate and dis- 
tinct department which supervises only the 
banks. Another amendment definitely de- 
fines public funds and states that these would 
in no event be protected by the guaranty 
fund. 

An amendment was adopted also, provid- 
ing that any one who, having a deposit not 
protected by the Fund, should convert such 
deposit within ninety days prior to the fail- 
ure of a bank to a protected deposit, would 
not participate in the protection of the fund. 
Another amendment provided that no de- 
posit made by a creditor for the purpose of 
converting a loan into a protected deposit 
would receive the protection of the guaranty 
fund. (A creditor or depositor not protected 
by the fund still has a pro rata claim against 
the bank’s assets.) There was also enacted 
a law prohibiting the establishment of any 
private banking concern. 

The guaranty fund does not take away 
from any depositor or creditor any rights 
which he might have. In other words, the 
guaranty fund does not become a preferred 
creditor in a defunct bank; instead the 
fund pays off the protected depositor and 
takes his place and as dividends are paid out 
of the assets of the bank, the guaranty fund 
receives its pro rata. The fund becomes 
a common creditor along with the other 
creditors of the bank. 

The state banks of Texas offer to deposi- 
tors a capital stock paid up in cash, the 
double liability of stockholders, the super- 
vision of a regularly established department 
of the state government, and a guaranty 
fund which protects and pays. The state 
banking laws have stood the test and should 
comparison be resorted to, we feel that it 
would stand that test also, for we pay our 
depositors promptly, in any and all events, 
standing on our record. 

We feel that our record is unsurpassed, 
that we have demonstrated the soundness 
of our law, and, regardless of what others 
may have done, we have met the emergency 
and have not been found wanting, keeping our 
resources unimpaired. We feel that Texas 
should be congratulated in protecting its 
citizenship against loss. A man insures his 
house against fire; his property against theft; 
the state banks of Texas insure his deposit 
against loss, with no cost to the beneficiary. 
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Three Dangerous Trends 
(Continued on page 322) 


than other classes. Farmers paid $624,000,- 
000 taxes in 1913 and $1,436,000,000 in 1922. 
Meanwhile the taxes levied on the rest of 
the community increased from $1,570,000,- 
000 to $5,625,000,000 in 1921. Thus, the 
board points out, it might be claimed that 
while the non-farming part of the country 
has been forced to increase its contribution 
to Government $4,055,000,000 above that in 
1913, the farmer’s burden was at the same 
time enhanced only $812,000,000. 

“It must be realized,” says the report, 
“that taxes stated in dollars do not express 
the degree of burdensomeness or the capac- 
ity to pay. The board’s figures demonstrate 
that as related to income the farmer’s bur- 
den is heavier. The ratio of taxes to income 
in 1913 was 10.6 per cent for farmers as 
compared with 4.1 per cent for the re- 
mainder of the community. By 1922 the 
ratio was 16.6 per cent for the farmers 
while that for the remainder of the com- 
munity was 11.9 per cent.” 


Darkened England 
(Continued from page 310) 


works employing nearly 50,000 men from 
the making of armaments to the making of 
agricultural implements, locomotives, bi- 
cycles, motor cars and typewriters, and end- 
less other things, and increase the number 
of its employees, it seems plainly evident 
that for these things there must be a profit- 
able demand; and this demand is not con- 
fined to Germany. 

And the same is true of the industries 
of France and other countries. The chaos 
that we read about is very largely a gov- 
ernmental and currency muddle, and of 
newly created national egoes, and while I 
will not say it is little more, it is beyond 
question that its importance and effect have 
been fantastically exaggerated. The social 
and economic ramifications of the currency 
muddle are both wide and deep. But the 
printing of billions of paper money can 
neither increase nor decrease, neither greatly 
raise nor destroy the real wealth of an 
industrial nation. 

And so, for one, I do not look for any 
rapid “recovery” in Europe, if only for the 
simple reason that there is not a great 
deal, abnormal or subnormal, to recover 
from. The larger part of Europe now 
moves on in its old, accustomed way. The 
isolation of Russia and the arbitrary break- 
ing up of highly perfected natural economic 
units, like the Austria-Hungary Empire, 
have probably had a greater disturbing effect 
than inflation, or conceivably even the war 
itself. The results at Versailles probably 
wrought more havoc than all the armies 
of Germany, and it is rather the healing 
of political and economic than war wounds 
that is required; and all this will take time. 


Gold and Silver Inquiry 


NNOUNCEMENT has been made of 
the appointment of Dr. John Parke 
Young of California as Economist to take 
charge of the investigation of foreign cur- 
rencies and exchange rates, in connection 
with the Senatorial Commission appointed 
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to conduct an inquiry into gold and silver 
industry. 

Dr. Young goes to the Commission from 
the Economics Department of Princeton 
University. He has had broad experience in 
investigation, conducted in foreign coun- 
tries, of currency and exchange conditions. 
He is the author of a book on Central 
American finance now in the process of pub- 
lication. During the war period he was an 
examiner with the Federal Trade Commis- 
sion engaged in economic work in connection 
with the iron and steel investigation. Dr. 
Young is a graduate of Occidental College, 
Los Angeles, Cal., and holds his A.M. from 
Columbia University and his Ph.D. from 


Princeton University, where he subsequently 
taught courses in economics in finance. 

In the course of the investigation, Dr. 
Young will confer with economists, foreign 
exchange bankers, and other experts in the 
field of international finance. 

Among the questions which will be the 
subject of special study are the following: 
The large issues of inconvertible paper 
money in the different countries, backed by 
meager metallic reserves; the inflation and 
deflation of credit and currency; changes in 
price levels; government debts, revenues and 
expenditures; foreign trade balances; alsu 
the effect of political conditions upon ex- 
change rates, 
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This is the 
Only Machine 
That 


Will Protect ALL the 
Essential Parts of Your 
Check—The Paying Line 
—The Payee’s Name— 
The Numerals —and 
Will Prevent Danger- 


ous Two-Line Checks. Unless You Use This Double Lock System Your Bank Account 


is at the Mercy of the Check Manipulator 


THE SAFE-GUARD CHECK WRITER CO., Inc. city 


Equipped with Automatic 
Inking Device 


Write for further details regard- 
ing this “Double Lock System” to 


“T Will Drown; No 
One Shall Save Me!” 


Not all errors in English are quite as glaring 
as this horrible example of the incorrect use 
of “shall” and ‘‘will.’’ There are times when 
we all need ‘“‘brushing up’’ in the use of Uncle 
Sam’s English. 


Member American Bankers Association 


Put the above sign on the windows of 
your bank and under your newspaper 
advertisements. It will help the 
Association and likewise help yourself. 


WE CAN SHOW YOU HOW 


CORRESPONDENCE CHAPTER, INC. 


AMERICAN INSTITUTE OF BANKING 
110 E. 42d St. New York City 
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The National Exchange 


Bank of Baltimore 
Baltimore, Md. 


O you check your Com- 
mercial Paper names in the 
trade? 


During the last few months an 
important feature has been added 
to our Bank Service—a trade 
clearance report. 


Baltimore Street, Hopkins Place 
Redwood and Liberty Streets 


CAPITAL, SURPLUS AND UNDIVIDED PROFITS 


OVER $2,500,000 This added precaution assures our 


clients that money borrowed in 
the open market is being used to 


E cordially place our complete facilities 


at the disposal of financial institutions 


in all parts of the country. 


Collection as well as reserve accounts are 
invited, and each correspondent receives in- 
dividual attention exactly adapted to his re- 
quirements. 


Every phase of each Commercial 
Paper risk is covered by the re- 
port, supplemented by a bank and 
trade clearance. 


Let us apply this Service to your 


requirements. 
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